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CONTROL AND REGULATION OF BANK HOLDING 
COMPANIES 





MONDAY, FEBRUARY 28, 1955 


Houses or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10:30 a. m., the Honorable Brent Spence 
(chairman) presiding. 

Present: Representatives Spence, Brown, Patman, Rains, Multer, 
O’Hara, Sullivan, Fountain, Reuss, Griffiths, Bell, Wolcott, Gamble, 
Talle, Kilburn, Betts, Mumma, McVey, Hiestand, Nicholson, and Bass. 

The Cuairman. The committee will be in order. 

We are convened this morning for hearings on H. R. 2674, a bill 
to provide for the control and regulation of bank holding companies, 
and for other purposes. 

(The bill is as follows :) 


[H. R. 2674, 84th Cong., 1st sess.] 


A BILL To provide for the control and regulation of bank holding companies, and for other 
purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Bank 
Holding Company Act of 1955”. 


DECLARATION OF POLICY 


Seo. 2. It is hereby declared to be the policy of Congress, in accordance with 
which policy all of the provisions of this Act shall be interpreted, to control 
the creation and expansion of bank holding companies; to separate their busi- 
ness of managing and controlling banks from unrelated businesses; and gener- 
ally to maintain competition among banks and to minimize the danger inherent 
in concentration of economic power through centralized control of banks; and 
to subject the business and affairs of bank holding companies to the same type 
of examination and regulation as the banks which they control. 


DEFINITIONS 


Sec. 3. (a) “Bank holding company” means (1) any company which now or 
hereafter directly or indirectly owns, controls, or holds with power to vote, 25 
per centum or more of the voting shares of each of two or more banks or of 
a company which is or becomes a bank holding company by virtue of this Act; 
and (2) any company which the Board determines, after notice and opportunity 
for hearing, directly or indirectly exercises (either alone or pursuant to an 
arrangement or understanding with one or more other persons) a controlling 
influence over the management or policies of two or more banks. 

Notwithstanding the foregoing, the term “bank holding company” shall not 
include any corporation all of the stock of which is owned by the United States 
and no bank shall be a bank holding company by virtue of the ownership or 
control of shares in a fiduciary capacity, except where such shares are beld for 
the benefit of all or a majority of the persons beneficially interested in such bank. 

Nor shall any mutual savings bank, or any corporation or community chest, 
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fund or foundation, organized and operated exclusively for religious, charitable, 
scientific, literary, or educational purposes, no part of the net earnings of which 
inures to the benefit of any private shareholder or individual, and no substantial 
part of the activities of which is carrying on propaganda, or otherwise attempting 
to influence legislation, be classed as or held to be a bank holding company by 
reason of the ownership of the stock of any bank as of the effective date of 
this Act. 

(b) “Subsidiary,” with respect to a specified bank holding company, means 
(1) any company 25 per centum or more of whose outstanding voting shares 
(excluding shares owned by the United States or by any company wholly owned 
by the United States) is owned or controlled by such bank holding company ; 
or (2) any company the management and policies of which the Board determines, 
after notice and opportunity for hearing, are in fact subject to a controlling 
influence by such bank holding company (either alone or pursuant to an agree- 
ment or understanding with one or more other persons). 

(c) “Company” means any bank, corporation, partnership, joint-stock com- 
pany, business trust, voting trust, association, or any similar organized group of 
persons, whether incorporated or not, excluding, however, any such company 
which is owned by the United States. 

(d) “Bank” means any National bank or any State bank, savings bank, or 
trust company, but shall not include any organization operating under section 
25 (a) of the Federal Reserve Act, or any organization which does not do busi- 
ness within the United States. “State member bank” means any State bank 
which is a member of the Federal Reserve System. “District bank” means any 
State bank organized or operating under the Code of Law for the District of 
Columbia. 

(e) “Board” means the Board of Governors of the Federal Reserve System. 


REGISTRATION, REPORTS AND EXAMINATION 


Sec. 4. (a) Within one hundred and eighty days after the effective date of 
this Act, or within one hundred and eighty days after becoming a bank holding 
company, whichever is later, each bank holding company shall register with the 
Board on forms prescribed by the Board, which shall include such information 
with respect to the financial condition and operations, management, and inter- 
company relationships of the bank holding compay and its subsidiaries, and 
related matters, as the Board may deem necessary or appropriate to carry out 
the purposes of this Act. 

(b) The Board is authorized to issue such regulations and orders as may be 
necessary to enable it to administer and carry out the purposes of this Act 
and prevent evasions thereof. 

(c) The Board from time to time may require reports under oath to keep it 
informed as to whether the provisions of this Act and such regulations and 
orders isued thereunder have been complied with; and the Board may make 
examinations of each bank holding company and each subsidiary thereof, the 
cost of which shall be asessed against, and paid by, such holding company. The 
Board shall, as far as possible, use the reports of examinations made by the 
Comptroller of the Currency, the Federal Deposit Insurance Corporation, or the 
appropriate State bank supervisory authority for the purposes of this section. 


ACQUISITION OF BANK SITARES OR BANK ASSETS 


Sec. 5. (a) It shall be unlawful except with the prior approval of the Board 
(1) for any action to be taken which results in a company becoming a bank 
holding company under section 3 (a) (1) of this Act; (2) for any bank holding 
company or subsidiary thereof to acquire, directly or indirectly, any voting shares 
of a bank; or (3) for any bank holding company or subsidiary thereof, other 
than a hank, to acquire all or substantially all of the assets of a bank. 

(b) Before approving any application under this section, the Board shall 
give notice to, and allow thirty days within which views and recommendations 
may be submitted by, the Comptroller of the Currency if the applicant company 
or any bank affected by the application is a National bank or a District bank; 
or to the appropriate supervisory authority of the State in which applicant com- 
pany or any bank affected by the application is a State bank. If the authority 
so notified by the Board files its written disapproval of the application within 
said thirty days the application shall not be granted. 
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(c) Notwithstanding any other provision of this section, no application shall 
be approved under this section which will permit (1) any bank holding company 
or any subsidiary thereof to acquire, directly or indirectly, any voting shares of, 
interest in, or all or substantially all of the assets of any additional bank located 
outside of the State in which such bank holding company or subsidiary thereof 
maintains its principal office and place of business or in which it conducts its 
principal operations; (2) any bank holding company or any subsidiary thereof to 
acquire, directly or indirectly, any voting shares of, interest in, or all or sub- 
stantially all of the assets of any additional bank, except (i) within geographic 
limitations that would apply to the establishment of branches of banks under 
the statute law of such State, or (ii) unless such acquisition is at the time author- 
ized by the statute law of such State by language specifically granting such 
authority affirmatively, and not merely by implication. 


INTERESTS IN NONBANKING ORGANIZATIONS 


Sec. 6. (a) Except as otherwise provided in this Act, it shall be unlawful for 
any bank holding company, after two years from the effective date hereof, to 
own any shares or other securities or obligations of any company other than a 
bank or to engage in any business other than that of banking. The Board is 
authorized, upon application by a bank holding company, to extend this period 
from time to time as to any bank holding company for not more than one year 
at a time if, in its judgment, such an extension would not be detrimental to the 
public interest. However, nothing herein provided shall be construed to authorize 
the Board to extend any such period beyond the date five years after the enact- 
ment hereof or five years after a company becomes a bank holding company as 
provided in section 8, whichever is later. 

(b) After two years from the date of this Act, no certificate evidencing shares 
of any bank holding company shall bear any statement purporting to represent 
shares of any other company except a bank or a bank holding company, nor shall 
the ownership, sale, or transfer of shares of any bank holding company be condi- 
tioned in any manner whatsoever upon the ownership, sale, or transfer of shares 
of any other company except a bank or a bank holding company. 

(e) The prohibitions in this section shall not apply— 

(1) to shares, securities, or obligations owned or acquired by a bank hold- 
ing company in any company engaged s>lely in holding or operating proper- 
ties used wholly or in part by any subsidiary that is a bank in its operations 
or acquired for such future use or engaged solely in conducting a safe deposit 
business, or solely in the business of serving such holding company and its 
subsidiaries in auditing, appraising, investment counsel, or in liquidating 
assets acquired from such bank holding company and its subsidiaries ; 

(2) to shares, securities, or obligations acquired by a bank holding com- 
pany which is a bank, or its banking subsidiary, in satisfaction of a debt 
previously contracted in good faith, but such bank holding company or its 
subsidiary shall dispose of such shares, securities, or obligations within a 
period of two years from the date on which they were acquired or from the 
effective date of this Act, whichever is later; 

(3) to shares, securities, or obligations acquired by a bank holding com- 
pany from any of its subsidiaries, which subsidiary has been requested to 
dispose of such voting shares, securities, or obligations by any Federal or 
State authority having statutory power to examine such subsidiary, but 
such bank holding company shall dispose of such shares, securities, or obli- 
gations within a period of two years from the date on which they were 
acquired or from the effective date of this Act, whichever is later; 

(4) to shares, securities, or obligations which are held or acquired by a 
bank, which is a bank holding company, in a fiduciary capacity or which 
are of the kinds and amounts eligible for investment by national banks 
under the provisions of section 5136 of the Revised Statutes; 

(5) to a bank, which is a bank holding company, if the effect of applying 
such prohibitions is to prevent such bank from owning any shares or invest- 
ment which such bank is permitted to own under the laws of the State in 
which such bank is operating; or 

(6) to the ownership by a bank holding company of shares, securities, or 
obligations of any company which do not include more than 5 per centum 
of the outstanding voting securities of such company, and do not have a 
value greater than 5 per centum of the value of the total assets of the bank 
holding company. 
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BORROWING BY BANK HOLDING COMPANY OR ITS SUBSIDIARIES 


Sec. 7. From and after the effective date of this Act, it shall be unlawful for 
a bank— 

(a) to invest any of its funds in the capital stock, bonds, debentures, or 
other obligations of a bank holding company of which it is a subsidiary, or 
of a subsidiary of such bank holding company ; 

(b) to accept the capital stock, bonds, debentures, or other obligations of 
a bank holding company of which it is a subsidiary or a subsidiary of such 
bank holding company, as collateral security for advances made to any 
person or company: Provided, however, That any bank may accept such 
capital stock, bonds, debentures, or other obligations as security for debts 
previously contracted but such collateral shall not be held for a period of 
over two years; 

(c) to purchase securities, other assets or obligations under repurchase 
agreement from a bank holding company of which it is a subsidiary or a 
subsidiary of such bank holding company ; and 

(d) to make any load, discount or extension of credit to a bank holding 
company of which it is a subsidiary or to a subsidiary of such bank holding 
company. 

Non-interest-bearing deposits to the credit of a bank shall not be deemed to be 
a loan or advance to the bank of deposit, nor shall the giving of immediate credit 
to a bank upon uncollected items received in the ordinary course of business be 
deemed to be a loan or advance to the depositing bank. 

The provisions of this section shall not apply (1) to the capital stock, bonds, 
debentures, or other obligations of any company described in section 6 (c) (1) of 
this Act, or (2) any company whose subsidiary status has arisen out of a bona 
fide debt to the bank contracted prior to the date of the creation of such status, 
or (3) any company whose subsidiary status exists by reason of the ownership or 
control of voting shares thereof by the bank as executor, administrator, trustee, 
receiver, agent, or depositary, or in any other fiduciary capacity, except where 
such shares are held for the benefit of all or a majority of the stockholders of such 
bank. 


RESERVATION OF RIGHTS TO STATES 


Sec. 8. The enactment by Congress of the Bank Holding Company Act, of 1955 
shall not be construed as preventing any State from exercising such powers and 
jurisdiction which it now has or may hereafter have with respect to banks, bank 
holding companies, and subsidiaries thereof. 


HEARINGS AND REVIEW 


Sec. 9. Any shareholder, bank holding company, company, individual, or group 
directly interested in any transaction or proposal for which approval is required 
by the Board pursuant to the provisions of this Act shall have the right to make 
application therefor to the Board. If the Board shall disapprove the same, it 
shall be the duty of the Board promptly to notify the applicant or applicants, 
stating the facts which in the judgment of the Board warrant the adverse 
finding with respect to any factor or factors. Any person as defined by section 
2 (b) of the Administrative Procedure Act directly affected by any order, rule, 
regulation, or determination made, or other action taken by the Board, or affected 
by any failure to take action on an application to the Board under this Act shall 
have the right, pursuant to the provisions of the Administrative Procedure Act, 
to a judicial review of any such order, rule, regulation, adjudication, determina- 
tion, or other action or nonaction of the Board by which such person is adversely 
affected or aggrieved or has suffered legal wrong. Upon such review the action 
or nonaction which is the subject thereof shall not be considered to be action 
committed to agency discretion within section 10 of the Administrative Proce- 
dure Act (Act of June 11, 1946, ch. 324, sec. 10, 60 Stat. 248; title 5, sec. 1009 
U.S. C. A.). The facts shall be subject to trial de novo in an appropriate court 
proceeding, and the action or nonaction of the Board shall be subject to review 
and may be corrected by the court if the same is shown to be discriminatory, 
unwarranted by the facts, based on consideration inconsistent with the policies 
of this Act or otherwise unlawful within subsection (e) of section 10 of the 
said Administrative Procedure Act. 
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PENALTIES 


Sec. 10. Any company which willfully violates any provision of this Act, or 
any regulation or order issued by the Board pursuant thereto, shall upon con- 
viction be fined not more than $1,000 for each day during which the violation 
continues. Any individual who willfully participates in a violation of any pro- 
vision of this Act shall upon conviction be fined not more than $10,000 or im- 
prisoned not more than one year, or both. Every officer, director, agent, and 
employee of a bank holding company shall be subject to the same penalties 
for false entvies in any book, report, or statement of such bank holding coi- 
pany as are applicable to officers, directors, agents, and employees of member 
banks for false entries in any books, reports, or statements of member banks 
under section 1005 of title 18, United States Code. 


TECHNICAL AMENDMENTS 


Sec. 11. (a) The last sentence of the sixteenth paragraph of section 4 of 
the Federal Reserve Act, as amended, is amended by striking out all of the 
language therein which follows the colon and by inserting in lieu thereof the 
following: “Provided, That whenever any member banks within the same Fed- 
eral Reserve district are subsidiaries of the same bank holding company within 
the meaning of the Bank Holding Company Act of 1955, participation in any 
such nomination or election by such member banks, including such bank holding 
company if it is also a member bank, shall be confined to one of such banks, which 
may be designated for the purpose by such holding company.” 

(b) (1) The eighteenth paragraph of section 9 of the Federal Reserve Act 
is amended by striking out the last sentence of such paragraph. 

(2) The twenty-first paragraph of section 9 of the Federal Reserve Act is 
repealed. 

(c) Subsection (b) of section 2 of the Banking Act of 1933, as amended, is 
amended to read as follows: 

“(b) Except where otherwise specifically provided the term ‘bank holding 
company’ or ‘affiliate’ shall include any bank holding company as defined in sec- 
tion 3 (a) of the Bank Holding Company Act of 1955.” 

(d) Subsection (c) of section 2 of the Banking Act of 1933, as amended, is 
repealed. 

(e) Section 5144 of the Revised Statutes, as amended, is amended to read as 
follows: 

“Sec. 5144. In all elections of directors, each shareholder shall have the 
right to vote the number of shares owned by him for as many persons as there 
are directors to be elected, or to cumulate such shares and give one candidate as 
many votes as the number of directors multiplied by the number of his shares 
shall equal, or to distribute them on the same principle among as many candi- 
dates as he shall think fit; and in deciding all other questions at meetings of 
shareholders, each shareholder shall be entitled to one vote on each share of 
stock held by him; except that (1) this shall not be construed as limiting the 
voting rights of holders of preferred stock under the terms and provisions of 
articles of association, or amendments thereto, adopted pursuant to the provi- 
sions of section 302 (a) of the Emergency Banking and Bank Conservation Act, 
approved March 9, 1933, as amended: (2) in the election of directors, shares of 
its own stock held by a national bank as sole trustee, whether registered in its 
own name as such trustee or in the name of its nominee, shall not be voted 
by the registered owner unless under the terms of the trust the manner in 
which such shares shall be voted may be determined by a doner or beneficiary 
of the trust and unless such donor or beneficiary actually directs how such shares 
shall be voted; and (3) shares of its own stock held by a national bank and one 
or more persons as trustees may be voted by such other person or persons, as 
trustees, in the same manner as if he or they were the sole trustee. Shareholders 
may vote by proxies duly authorized in writing; but no officer, clerk, teller, or 
bookkeeper of such bank shall act as proxy; and no shareholder whose liability 
is past due and unpaid shall be allowed to vote. Whenever shares of stock can- 
not be voted by reason of being held by the bank as sole trustee, such shares shall 
be excluded in determining whether matters voted upon by the shareholders 
were adopted by the requisite percentage of shares.” 

(f) The second paragraph of section 5211 of the Revised Statutes is amended 
by striking out the second sentence of such paragraph. 

(zg) (1) Subchapter 0 of chapter 1 of the Internal Revenue Code of 1954 is 
amended by adding at the end thereof the following new part: 
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“PART VIII—DISTRIBUTIONS AND EXCHANGES PURSU- 
ANT TO BANK HOLDING COMPANY ACT OF 1955 


“See. 1101. Nonrecognition of gain or loss on distributions and exchanges 
pursuant to Bank Holding Company Act of 1955. 
“See. 1102. Basis for determining gain or loss. 


“SEC. 1101. NONRECOGNITION OF GAIN OR LOSS ON DISTRIBUTIONS 


AND EXCHANGES PURSUANT TO BANK HOLDING COM- 
PANY ACT OF 1955 


“(a) DistTRIBUTIONS.—In the case of a distribution of property not permitted 
to be owned by a bank holding company under the provisions of the Bank Hold- 
ing Company Act of 1955 or made in order that a company may not come under 
the provisions of such Act, held by a bank holding company on the date of 
enactment of such Act or thereafter legally acquired pursuant to such Act, made 
pursuant to an order of the Board of Governors of the Federal Reserve System 
authorizing, approving or directing such distribution as effectuating the policy 
of the Bank Holding Company Act of 1955, to a shareholder in such bank holding 
company as defined in such Act, without the surrender by such shareholder of 
stock or securities in such company, no gain or loss to the distributor or dis- 
tributee shall be recognized. 

“(b) ExcHANGES.—No gain or loss to the distributor or distributee shall be 
recognized if a bank holding company, pursuant to an order of the Board of 
Governors of the Federal Reserve System authorizing, approving, or directing 
such exchange as effectuating the policy of the Bank Holding Company Act of 
1955, transfers property not permitted to be owned by a bank holding company 
under the provisions of section 6 of such Act, to a corporation organized to re- 
ceive such property solely in exchange for all of the stock of such transferee 
corporation and such stock is distributed forthwith in a distribution subject to 
the provisions of subsection (a). 

“(c) RULES FOR APPLICATION OF SUBSECTIONS (a) AND (b).—The provisions 
of subsections (a) and (b) shall not apply unless the Board of Governors of the 
Federal Reserve System shall certify that such distribution or exchange was of 
property not permitted to be owned under the provisions of section 6 of the Bank 
Holding Company Act of 1955 and was necessary or appropriate to effectuate 
the provisions of such Act. In such certification, the Board of Governors of the 
Federal Reserve System shall specify and itemize the stock, securities, or other 
property so distributed or exchanged. 


“SEC. 1102. BASIS FOR DETERMINING GAIN OR LOSS 
““(a) PROPERTY ACQUIRED UNDER SECTION 1101 (a).— 

(1) PROPERTY OTHER THAN STOCK OR SECURITIES.—If property other than 
stock or securities is acquired in a distribution subject to the provisions of 
section 1101 (a), then the basis of such property shall be the same as it 
would be in the hands of the company distributing such property; and an 
amount equal to the adjusted basis which such property had in the hands of 
such distributing company at the time of such distribution shall be applied 
against and reduce the adjusted basis of the stock in respect of which the 
distribution was made. 

“(2) Srock or SECURITIES.—If stock or securities is acquired in a distribu- 
tion subject to the provisions of section 1101 (a), then the basis in the case 
of the stock in respect of which the distribution was made shall be appor- 
tioned, under regulations prescribed by the Secretary or his delegate, be- 
tween such stock and the stock or securities acquired in such distribution. 

“(3) Svrock, OR SECURITIES, AND OTHER PROPERTY.—Where stock or securi- 
ties and property other than stock or securities are acquired in a distribution 
subject to the provisions of section 1101 (a), paragraph (1) of this subsec- 
tion shall be applied before paragraph (2). 

“(b) PROPERTY TRANSFERRED UNDER SECTION 1101 (b).— 

“(1) Basis or stock.—If stock is acquired by a bank holding company 
in an exchange subject to the provisions of section 1101 (b), then the basis 
of such stock shall be the same as in the case of the property exchanged; 
and when, in a distribution subject to the provisions of section 1101 (a), 
such stock is acquired by a distributee of such company, then the basis of 
such stock and the stock in respect of which the distribution was made 
shall be determined in the manner provided in subsection (a) (2) of this 
section. 
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“(2) BASIS OF PROPERTY.—If property is acquired by a corporation in 
a transfer from a bank holding company subject to the provisions of section 
1101 (b), then the basis of such property shall be the same as it would be 
in the hands of such bank holding company.” 
(2) The table of parts for subchapter O of chapter 1 of the Internal Revenue 
Code of 1954 is amended by adding at the end thereof the following: 


“Part VIII. Distributions and exchanges pursuant to Bank Holding 
Company Act of 1955.” 


(h) (1) Paragraph 4 of subsection (c) of section 3 of the Investment Com- 
pany Act of 1940 is amended to read as follows: 

*(4) Any bank holding company which is registered with the Board of Gov- 
ernors of the Federal Reserve System pursuant to the Bank Holding Company 
Act of 1955, or any banking subsidiary or any other subsidiary thereof which 
is exempt from section 6 by reason of the provisions of subsection (c) (1) 
thereof as defined in said Act.” 

(2) Paragraph (11) of subsection (a) of section 202 of the Investment 
Advisers Act of 1940 is amended by changing the words “or any holding com- 
pany affiliate, as defined in the Banking Act of 1983” to read “or any bank 
holding company, as defined in the Bank Holding Company Act of 1955, or any 
banking subsidiary or any other subsidiary thereof which is exempt from sec- 
tion 6 by reason of the provisions of subsection (c) (1) thereof as defined in 
said Act.” 


SEPARABILITY OF PROVISIONS 


Sec. 12. If any provision of this Act, or the application of such provision to 
any person or circumstance, shall be held invalid, the remainder of the Act, 
and the application of such provision to persons or circumstances other than 
those to which it is held invalid. shall not be affected thereby. 


(A similar bill, H. R. 685, has also been referred to the cominittee.) 
[H. R. 685, 84th Cong., 1st sess.] 


A BILL To provide for the control and regulation of bank holding companies, and for 
other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Bank 
Holding Company Act of 1955.” 


DECLARATION OF POLICY 


Sec. 2. For the purposes of this Act a bank holding company and its subsidiary 
banks shall constitute a branch banking system. 


DEFINITIONS 


Sec. 3. (a) “Bank holding company’ means (1) any company which now 
or hereafter directly or indirectly owns, controls, or holds with power to vote, 
25 per centum or more of the voting shares of each of two or more banks or of 
a company which is or becomes a bank holding company by virtue of this Act; 
and (2) any company which the Board determines, after notice and opportunity 
for hearing, directly or indirectly (either alone or pursuant to an arrangement 
or understanding with one or more other persons) has a controlling influence 
over the management or policies of two or more banks. 

Notwithstanding the foregoing, the term “bank holding company” shall not 
include any mutual savings bank or any corporation all of the stock which is 
owned by the United States and no bank shall be a bank holding company by 
virtue of the ownership or control of shares in a fiduciary capacity, except where 
such shares are held for the benefit of 25 per centum or more of the persons 
beneficially interested in such bank. 

Nor shall any corporation or community chest, fund, or foundation, organized 
and operated exclusively for religious, charitable, scientific, literary, or educa- 
tional purposes, no part of the net earnings of which inures to the benefit of 
any private shareholder or individual, and no substantial part of the activities 
of which is carrying on propaganda, or otherwise attempting to influence legis- 
lation, be classed as or held to be a bank holding company by reason of the 
ownership of the stock of any bank as of the effective date of this Act. 
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(b) “Subsidiary”, with respect to a specified bank holding company, means 
(1) any company 25 per centum or more of whose outstanding voting shares 
(excluding shares owned by the United States or by any company wholly owned 
by the United States) is owned or controlled by such bank holding company ; 
or (2) any company the management and policies of which the Board determines, 
after notice and opportunity for hearing, are in fact subject to a controlling 
influence by such bank holding company (either alone or pursuant to an agree- 
ment or understanding with one or more other persons). 

(ec) “Company” means any bank, corporation, partnership, joint-stock com- 
pany, business trust, voting trust, association, or any similar organized group 
of persons, whether incorporated or not, excluding, however, any such company 
which is owned by the United States. 

(d) “Bank” means any national bank or any State bank, savings bank, or trust 
company, but shall not include any organization operating under section 25 or 
25 (a) of the Federal Reserve Act, or any organization which does not do business 
within the United States. “State member bank” means any State bank which 
is a member of the Federal Reserve System. “District bank’ means any State 
bank organized or operating under the Code of Law for the District of Columbia. 

(e) “Board” means the Board of Governors of the Federal Reserve System. 


REGISTRATION, REPORTS, AND EXAMINATION 


Sec. 4. (a) Within ninety days after the effective date of this Act, or within 
ninety days after becoming a bank holding company, whichever is later, each 
bank holding company shall register with the Board on forms prescribed by 
the Board, which shall include such information with respect to the financial 
condition and operations, management, and intercompany relationships of the 
bank holding company and its subsidiaries, and related matters, as the Board 
may deem necessary or appropriate to carry out the purposes of this Act. 

(b) The Board is authorized to issue such regulations and orders aS may be 
necessary to enable it to administer and carry out the purposes of this Act and 
prevent evasions thereof. 

(ec) The Board from time to time may require reports under oath to keep it 
informed as to whether the provisions of this Act and such regulations and orders 
issued thereunder have been complied with; and to ascertain the condition of 
each bank holding company and each subsidiary thereof. The board shall, 
as far as possible, use the reports of examinations made by the Comptroller 
of the Currency, the Federal Deposit Insurance Corporation, or the appropriate 
State bank supervisory authority for the purposes of this section. 





ACQUISITION OF BANK SHARES OR BANK ASSETS 


Sec. 5. (a) It shall be unlawful except with the prior approval of the Board 
(1) for any action to be taken which results in a company becoming a bank hold- 
ing company under section 3 (a) (1) of this Act; (2) for any bank holding 
company to acquire, directly or indirectly, any voting shares of a bank; or (3) 
for any bank holding company or subsidiary thereof other than a bank to acquire 
all or substantially all of the assets of a bank. 

(b) It shall be unlawful for any bank which is a bank holding company or 
any bank which is a subsidiary of a bank holding company to acquire all or 
substantially all of the assets of any bank except with the prior approval of 
the (1) Comptroller of the Currency if the acquiring bank is a national bank or a 
District bank, (2) the appropriate State supervisory authority if the acquiring 
bank is an insured nonmember State bank, or (3) the Board in the case of all 
other aquiring banks. 

(c) Before approving any application under this section, the Federal agency 
concerned shall give notice to, and allow thirty days within which views and 
recommendations may be submitted by, the Comptroller of the Currency if the 
applicant company or any bank affected by the application is a national bank 
or a District bank; or to the appropriate supervisory authority of the State in 
which applicant company or any bank affected by the application is a State 
bank. If the authority so notified by the Federal agency concerned files its 
written disapproval of the application within said thirty days’ period the 
application shall not be granted. 

(d) Notwithstanding any other provision of this section, no application shall 
be approved under this section which will permit (1) any bank holding company 
or any subsidiary thereof to acquire, directly or indirectly, any voting shares of, 
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interest in, or all or substantially all of the assets of any bank located outside of 
the State in which such bank holding company or subsidiary thereof maintains 
its principal office and place of business or in which it conducts its principal 
operations; (2) any bank holding company or subsidiary thereof to acquire, di- 
rectly or indirectly, any voting shares of or interest in or all or substantially all 
of the assets of any additional bank except in conformity with the laws governing 
branches of banks in such State. 


INTERESTS IN NONBANKING ORGANIZATIONS 

Sec. 6. (a) Except as otherwise provided in this Act, it shall be unlawful 
for any bank holding company, after two years from the effective date hereof, 
to own any shares or other securities or obligations of any company other than a 
bank or to engage in any business other than that of banking. The Board 
is authorized, upon application by a bank holding company, to extend this 
period from time to time as to such company for not more than one year at a 
time if, in its judgment, such an extension would not be detrimental to the 
public interest. However, nothing herein provided shall be construed to au- 
thorize the Board to extend any such period beyond a date five years after the 
enactment hereof or five years after a company becomes a bank holding company 
as provided in section 2, whichever is later. 

(b) The prohibitions in this section shall not apply— 

(1) to shares or other securities or obligations owned or acquired by a 
bank holding company in any company engaged solely in holding or operating 
properties used wholly or in part by any subsidiary that is a bank in its 
operations or acquired for such future use or engaged solely in conducting 
a safe-deposit business, or solely in the business of liquidating assets 
acquired from such bank holding company and its subsidiaries; 

(2) to shares, securities, or obligations acquired by a bank holding com- 
pany which is a bank, or its banking subsidiary, in satisfaction of a debt 
previously contracted in good faith, but such bank holding company or its 
subsidiary shall dispose of such shares, securities, or obligations within a 
period of two years from the date on which they were acquired or from 
the effective date of this Act, whichever is later; 

(8) to shares, securities, or obligations acquired by a bank holding com- 
pany from any of its subsidiaries, which subsidiary has been requested to 
dispose of such voting shares, securities, or obligations by any Federal or 
State authority having statutory power to examine such subsidiary, but such 
bank holding company or its subsidiary shall dispose of such shares, securi- 
ties, or obligations within a period of two years from the date on which 
they were acquired or from the effective date of this Act, whichever is later; 

(4) to shares or other securities or obligations which are held or acquired 
by a bank, which is a bank holding company, in a fiduciary capacity or 
which are of the kinds and amounts eligible for investment by national 
banks under the provisions of section 5136 of the Revised Statutes; or 

(5) to the ownership by a bank holding company or shares or other securi- 
ties or obligations of an investment company which is not a bank holding 
company and which is not engaged in any business other than investing in 
securities: Provided, That if the Board after notice and opportunity for hear- 
ing, determines that the ownership or control of such shares, securities or 
obligations of any such investment company is resulting in the violation or 
evasion of any of the purposes or provisions of this Act, it may by order 
require such bank holding company to dispose of all or any part thereof 
forthwith. 


BORROWING BY BANK HOLDING COMPANY OF ITS SUBSIDIARIES 


Sec. 7. From and after the effective date of this Act, it shall be unlawful for 
a bank— 

(a) to invest any of its funds in the capital stock, bonds, debentures, or 
other obligations of a bank holding company of which it is a subsidiary or a 

subsidiary of such bank holding company ; 
(b) to accept the capital stock, bonds, debentures, or other obligations of 
a bank holding company of which it is a subsidiary or a subsidiary of such 
bank holding company, as collaterial security for advances made to any 
person or company : Provided, however, That any bank may accept such capi- 
tal stock, bonds, debentures, or other obligations as a security for debts 
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previously contracted but such collaterial shall not be held for a period 
of over two years; 

(ec) to purchase securities, other assets or obligations under repurchase 
agreement from a bank holding company of which it is a subsidiary or a 
subsidiary of such bank holding company ; and 

(d) to make any loan or extension of credit to a bank holding company 
of which it is a subsidiary or to a subsidiary of such bank holding company. 

Non-interest-bearing deposits to the credit of a bank shall not be deemed 
to be a loan or advance to the bank of deposit, nor shall the giving of immediate 
eredit to a bank upon uncollected items received in the ordinary course of busi- 
ness be deemed to be a loan or advance to the depositing bank. 

The provisions of this section shall not apply (1) to the capital stock, bonds, 
debentures, or other obligations of any company described in section 6 (b) (1) 
of this Act, or (2) any company whose subsidiary status has arisen out of a 
bona fide debt to the bank contracted prior to the date of the creation of such 
status, or (3) any company whose subsidiary status exists by reason of the own- 
ership or control of voting shares thereof by the bank as executor, administrator, 
trustee, receiver, agent, or depositary, or in any other fiduciary capacity, except 
where such shares are held for the benefit of all or a majority of the stockholders 
of such bank. 


RESERVATION OF RIGHTS TO STATES 


Sec. 8. The enactment by Congress of the “Bank Holding Company Act of 
1955” shall not be construed as preventing any State from exercising such 
powers and jurisdiction which it now has or may hereafter have with respect 
to banks, bank holding companies, and subsidiaries thereof. 


HEARINGS AND REVIEW 


Sec. 9. Any shareholder, bank, holding company affiliate, company, individual, 
or group directly interested in any transaction or proposal for which approval 
is required pursuant to the provisions of this Act shall have the right to make 
application therefor to the appropriate agency having authority to grant or deny 
such approval pursuant to this Act. If the agency to which any such applica- 
tion is made shall disapprove the same, it shall be the duty of such agency 
promptly to notify the applicant or applicants, stating the facts which in the 
judgment of the agency warrant the adverse finding with respect to any factor 
or factors. Any person as defined by section 2 (b) of the Administrative Pro- 
cedure Act directly affected by any order, rule, regulation, or determination 
made, or other action taken by such agency, or affected by any failure to take 
action on an application to any such agency under this Act shall have the right, 
pursuant to the provisions of the Administrative Procedure Act, to a judicial 
review of any such order, rule, regulation, adjudication, determination, or other 
action or nonaction of such agency by which such person is adversely affected 
or aggrieved or has suffered legal wrong. Upon such review the action or non- 
action which is the subject thereof shall not be considered to be action com- 
mitted to agency discretion within section 10 of the Administrative Procedure 
Act (Act of June 11, 1946, ch. 324, sec. 10, 60 Stat. 248 ; title 5, sec. 1009 U.S. C. A.). 
The facts shall be subject to trial de novo in an appropriate court proceeding, 
and the action or nonaction of the agency shall be subject to review and may 
be corrected by the court if the same is shown to be discriminatory, unwarranted 
by the facts, based on consideration inconsistent with the policies of this Act or 
otherwise unlawful within subsection (e) of section 10 of the said Administra- 
tive Procedure Act. 

PENALTIES 


Sec. 10. Any company which willfully violates any provision of this Act, or 
any regulation or order issued by the Board pursuant thereto, shall upon con- 
viction be fined not more than $1,000 for each day during which the violation 
continues. Any individual who willfully participates in a violation of any pro- 
vision of this Act shall upon conviction be fined not more than $10,000 or im- 
prisoned not more than one year, or both. Every officer, director, agent, and 
employee of a bank holding company shall be subject to the same penalties for 
false entries in any book, report, or statement of such bank holding company 
as are applicable to officers, directors, agents, and employees of member banks 
for false entries in any books, reports, or statements of member banks under 
section 1005 of title 18, United States Code. 
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TECHNICAL AMENDMENTS 


Sec. 11. (a) The last sentence of the sixteenth paragraph of section 4 of the 
Federal Reserve Act, as amended, is amended by striking out all of the language 
therein which follows the colon and by inserting in lieu thereof the following: 
“Provided, That whenever any member banks within the same Federal Reserve 
district are subsidiaries of the same bank holding company within the meaning 
of the Bank Holding Company Act of 1955, participation in any such nomina- 
tion or election by such member banks, including such bank holding company if 
it is also a member bank, shall be confined to one of such banks, which may be 
designated for the purpose by such holding company.” 

(d) Section 5144 of the Revised Statutes, as amended, is amended to read as 
follows: 

“Sec. 5144. In all elections of directors, each shareholder shall have the right 
to vote the number of shares owned by him for as many persons as there are 
directors to be elected, or to cumulate such shares and give one candidate as 
many votes as the number of directors multiplied by the number of his shares 
shall equal, or to distribute them on the same principle among as many candi- 
dates as he shall think fit; and in deciding all other questions at meetings of 
shareholders, each shareholder shall be entitled to one vote on each share of 
stock held by him; except that (1) this shall not be construed as limiting the 
voting rights of holders of preferred stock under the terms and provisions of 
articles of association, or amendments thereto, adopted pursuant to the provi- 
sions of section 302 (a) of the Emergency Banking and Bank Conservation Act, 
approved March 9, 1933, as amended; (2) in the election of directors, shares of 
its own stock held by a national bank as sole trustee, whether registered in its 
own hame as such trustee or in the name of its nominee, shall not be voted by 
the registered owner unless under the terms of the trust the manner in which 
such shares shall be voted may be determined by a donor or beneficiary of the 
trust and unless such donor or beneficiary actually directs how such shares shall 
be voted; and (3) shares of its own stock held by a national bank and one or 
more persons as trustees may be voted by such other person or persons, as trus- 
tees, in the same manner as if he or they were the sole trustee. Shareholders 
may vote by proxies duly authorized in writing; but no officer, clerk, teller, or 
bookkeeper of such bank shall act as proxy; and no shareholder whose liability 
is past due and unpaid shall be allowed to vote. Whenever shares of stock can- 
not be voted by reason of being held by the bank as sole trustee, such shares shall 
be excluded in determining whether matters voted upon by the shareholders 
were adopted by the requisite percentage of shares.” 

(e) The second paragraph of section 5211 of the Revised Statutes is amended 
by striking out the second sentence of such paragraph. 

(f) Section 112 (b) of the Internal Revenue Code is amended by adding at the 
end thereof the following: 

“*(12) DISTRIBUTIONS AND EXCHANGES PURSUANT TO BANK HOLDING COMPANY 
ACT OF 1955.— 

“(A) Distribution—tIn the case of a distribution of property not 
permitted to be owned by a bank holding company under the provisions 
of section 4 of the Bank Holding Company Act of 1955, held by a bank 
holding company on the date of enactment of such Act or thereafter 
legally acquired pursuant to such Act, made pursuant to an order of the 
Board of Governors of the Federal Reserve System authorizing, approv- 
ing or directing such distribution as effectuating the policy of the Bank 
Holding Company Act of 1955, to a shareholder in such bank holding 
company as defined in such Act, without the surrender by such share- 
holder of stock or securities in such company, no gain or loss to the dis- 
tributor or distributee shall be recognized. 

“(B) Exchanges.—No gain or loss to the distributor or distributee shall 
be recognized if a bank holding company, pursuant to an order of the 
Board of Governors of the Federal Reserve System authorizing approv- 
ing or directing such exchange as effectuating the policy of the Bank 
Holding Company Act of 1955, transfers property not permitted to be 
owned by a bank holding company under the provisions of section 4 of 
such Act, to a corporation organized to receive such property solely in 
exchange for all of the stock of such transferee corporation and such 
stock is distributed forthwith in a distribution subject to the provisions 
of subparagraph (A). 


§9571—55——_2 
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“(C) Application of subparagraphs (A) and (B).—The provisions 
of subparagraphs (A) and (B) of this paragraph shall not apply unless 
the Board of Governors of the Federal Reserve System shall certify that 
such distribution or exchange was of property not permitted to be owned 
under the provisions of section 4 of the Bank Holding Company Act of 
1955 and was necessary or appropriate to effectuate the provisions of 
such Act. In such certification, the Board of Governors of the Federal 
Reserve System shall specify and itemize the stock, securities, or other 
property so distributed or exchanged.” 

(g) Section 113 (a) of the Internal Revenue Code is amended by adding at 
the end thereof the following: 

(24) PROPERTY ACQUIRED IN DISTRIBUTION PURSUANT TO BANK HOLDING COM- 
PANY ACT OF 1955.— 

“(A) If property other than stock or securities is acquired in a dis- 
tribution subject to the provisions of section 112 (b) (12), then the basis 
of such property shall be the same as it would be in the hands of the 
company distributing such property; and an amount equal to the ad- 
justed basis which such property had in the hands of such distributing 
company at the time of such distribution shall be applied against and 
reduce the adjusted basis of the stock in respect of which the distribu- 
tion was made; and when, in a distribution subject to the provisions of 
section 112 (b) (12) (A), or upon receipt in an exchange subject to the 
provisions of section 112 (b) (12) (B), any property is acquired by a 
distributee of such company, then the basis of any such property shall 
be apportioned in the manner provided in subparagraph (B) of this 
paragraph (24). 

“(B) If stock or securities is acquired in a distribution subject to the 
provisions of section 112 (b) (12), then the basis in the case of the stock 
in respect of which the distribution was made shall be apportioned, un- 
der regulations prescribed by the Secretary, between such stock and 
the stock or securities acquired in such distribution. 

“(C) Where stock or securities and property other than stock or se- 
curities are acquired in a distribution subject to the provisions of sec- 
tion 112 (b) (12), subparagraph (A) of this paragraph shall be applied 
before subparagraph (B). 

“(D) If stock is acquired by a bank holding company in an exchange 
subject to the provisions of section 112 (b) (12) (B), then the basis of 
such stock shall be the same as in the case of the property exchanged; 
and when, in a distribution subject to the provisions of section 112 
(b) (12) (A), such stock is acquired by a distributee of such company, 
then the basis of any such property shall be apportioned in the manner 
provided in subparagraph (B) of this paragraph (24).” 

“(E) If property is acquired by a corporation in a transfer from a 
bank holding company subject to the provisions of section 112 (b) (12) 
(B), then the basis of such property shall be the same as it would be 
in the hands of such bank holding company.” 

(h) (1) Paragraph 4 of subsection (c) of section 3 of the Investment Company 
Act of 1940 is amended to read as follows: 

“(4) Any bank holding company which is registered with the Board of Gov- 
ernors of the Federal Reserve System pursuant to the Bank Holding Company 
Act of 1955, or any banking subsidiary or any other subsidiary thereof which is 
exempt from section 4 by reason of the provisions of subsection (b) thereof as 
defined in said Act.” 

(2) Paragraph (11) of subsection (a) of section 202 of the Investment Ad- 
visers Act of 1940 is amended by changing the words “or any holding company 
affiliate, as defined in the Banking Act of 1933” to read “or any bank holding 
company, as defined in the Bank Holding Company Act of 1955, or any banking 
subsidiary or any other subsidiary thereof which is exempt from section 4 by 
reason of the provisions of subsection (b) thereof as defined in said Act.” 

(i) Subsection (b) of section 2 of the Banking Act of 1933, as amended, is 
amended by adding the following paragraphs: 

“(4) which owns or controls, directly or indirectly, either a majority of 
the shares of capital stock of a member bank or more than 50 per centum 
of the number of shares voted for the election of directors of any one bank 
at the preceding election, or controls in any manner the election of a majority 
of the directors of any one bank; or 

“(5) for the benefit of whose shareholders or members-all or substantially 
all of the capital stock of a member bank is held by trustees.” 
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SEPARABILITY OF PROVISIONS 


Sec. 12. If any provision of this Act, or the application of such provision to 
any person or circumstance, shall be held invalid, the remainder of the Act, and 
the application of such provision to persons or circumstances other than those 
to which it is held invalid, shall not be affected thereby. 

The Cuamman. We have with us this morning Chairman Martin 
and Governor Robertson of the Federal Reserve Board. 

Proceed, Mr. Martin. 


STATEMENT OF WILLIAM McCHESNEY MARTIN, JR., CHAIRMAN, 
BOARD OF GOVERNORS, FEDERAL RESERVE SYSTEM 


Mr. Martin. Mr. Chairman and members of the committee; at 
the outset I should like to emphasize that the Board of Governors 
believes that bank holding company legislation is desirable. ‘The 
Board’s general views on this subject have been stated several times 
in recent years. ‘They were set forth in my letter to you, Mr. Chair- 
man, in April 1952, and in a statement made by Governor Robertson 
before your committee in June of that year. They were stated again 
when Governor Robertson and I appeared before the Senate Bank- 
ing and Currency Committee in June 1953. The Board continues to 
adhere to these views, although, as indicated in my recent letter to 
the committee, dated February 21, 1955, the Board has modified or 
refined its opinions in certain particulars which I shall mention later. 
Accordingly, the remarks I am about to make will in large measure 
be a restatement in substance of what we have said on previous 
occasions. 

The essence of our position is that further regulation of bank hold- 
ing companies should be kept to a minimum necessary to meet what- 
ever problems may exist in this field which are not met by present 
law and cannot effectively be dealt with by the States alone. 

There are now on the statute books certain provisions enacted in 
1933, regulating affiliates and holding company affiliates of banks 
which are members of the Federal Reserve System. Affiliates of mem- 
ber banks are made subject to reports and examinations. Limitations 
are placed upon the amount which a member bank may loan to any 
of its affiliates, including any holding company affiliate. Finally, any 
holding company affiliate which desires to vote stock owned by it 
in any member bank must first obtain from the Board of Governors 
a voting permit and, as a condition to the permit, the company must 
agree to submit itself and its controlled banks to examination, to 
establish certain reserve funds, to dispose of any interest in securities 
companies, and to declare dividends only out of actual net earnings. 

These provisions of existing law regulate the activities of a bank 
holding company only if it happens to control a member bank and 
only ifsit desires to vote the stock of that bank. In effect, therefore, 
regulation is largely voluntary on the part of the holding company. 
{ven if a voting permit is obtained, the regulation to which a hold- 
ing company is subject is aimed mostly at protecting the soundness 
of the member banks in the group. 

These provisions, therefore, do not deal at all with two apparent 
problems in the banking holding company field. In the first place, 
there is nothing in present law which restricts the ability of a bank 
holding company to add to the number of its controlled banks. Con- 
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sequently, there can well be situations in which a large part of the 
commercial banking facilities in a large area of the country may be 
concentrated under the management and control of a single corpora- 
tion. 

In the second place, there is nothing in existing law which prevents 
the combination under the same control, through the holding company 
device, of both banking and nonbanking enterprises. Obviously, this 
makes it possible for the credit facilities of a controlled bank to be 
used for the benefit of the nonbanking enterprises controlled by the 
holding company. Moreover, the ordinary nonbanking business re- 
quires a managerial attitude and involves business risks of a kind en- 
tirely different from those involved in the banking business. Banks 
operate largely on their depositors’ funds. These funds should be used 
by banks to finance business enterprises within the limitation imposed 
by the banking laws and should not be used directly or indirectly for 
the purpose of engaging in other businesses which are not subject to 
the safeguards imposed by the banking laws. 

These two existing problems in the bank holding company field 
could be met, we believe, by legislation which would need to cover only 
four essential features: 

(1) The term “bank holding company” should be defined in lan- 
guage generally adequate to cover all known bank holding company 
groups which need to be covered, without attempting at this time 
to cover all situations that might possibly arise. 

(2) Bank holding companies should be required to obtain the prior 
approval of a Federal agency before acquiring additional bank 
stocks; and in granting such approval the administering agency 
should give consideration to relevant standards stated in the law and 
to the views of the appropriate State and Federal authorities. 

(3) Bank holding companies should be required within a reasonable 
time to divest themselves of ownership of stock and similar equity 
interests in nonbanking enterprises with a minimum of specific ex- 
ceptions. The bill might give statutery exemption to bank holding 
companies operated principally for charitable, religious, and similar 
purposes. In addition, it should permit the administering agency to 
exempt bank holding companies from the divestment requirements in 
exceptional cases in which control of a bank may actually be neces- 
sary in the public interest. Furthermore, the administering agency 
should be given a limited authority to exempt shares of stock in 
businesses closely related to the business of banking. 

(4) Finally, there should be a few administrative provisions re- 
quiring the registration of bank holding companies, authorizing the 
administering agency to obtain information necessary to pass judg- 
ment on proposed acquisitions of bank stocks, and providing criminal 
penalties for violations of the statute. 

It is with these four essential features in mind, coverage, expansion, 
nonbanking interests, and administration, that I should like to state 
briefly our principal comments with respect to the bill H. R. 2674. 

First, as to coverage: 

One of the most basic and at the same time most controversial as- 
pects of bank holding company legislation has always been the matter 
of coverage or definition. 

The present bill would define a “bank holding company” as any 
company which owns 25 percent or more of the voting shares of 2 or 
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more banks or any company which might be determined by the Board 
of Governors to exercise a controlling influence over 2 or more banks. 

We think that this definition goes further than necessary in certain 
respects. In the first place, we think it unnecessary and undesirable 
to vest the administering agency with discretionary power to bring 
under coverage of the bill companies not meeting the stated definition. 
In the second place, we think that a definition based primarily upon 
majority stock control of a bank is probably adequate to cover all 
companies which would need to be regulated in order to accomplish 
the objective of the legislation. However, if in the judgment of Con- 
gress such a definition would not be adequate for this purpose, it 
would not appear objectionable to base the definition upon some lower 
percentage test, even down to 25 percent as provided by the pending 
bill. 

In one respect we believe that the definition in this bill would not 
be adequate to effectuate 1 of the 2 main objectives of the legislation. 
It would not apply to a company which controls only one bank and 
would not, therefore, require such a company to divest itself of its non- 
banking interests. Yet, it seems clear that the potential abuses result- 
ing from combination under single control of both banking and non- 
banking interests could easily exist in a case in which only one bank 
is involved. In fact, if the one controlled bank were a large bank, 
the holding company’s interests in extensive nonbanking businesses 
might very well lead to abuses even more serious than if the company 
controlled two or more very small banks. For these reasons, the 
Board would continue to urge that, whatever the percentage test may 
be, the definition should be related to control of a single bank. 

The pending bill would exempt from the definition of “bank hold- 
ing company” any mutual savings bank and any organization oper- 
ated exclusively for charitable, religious, and similar purposes where 
the organization would otherwise be a bank holding company by 
reason of its ownership of bank stocks on the effective date of the act. 

In the Board’s opinion, it is questionable whether any company 
which meets the stated definition of a “bank holding company” 
should be exempted from the necessity of obtaining the prior approval 
of the administering agency if it should decide to acquire additional 
banks. In this respect the Board has somewhat modified the views 
heretofore expressed by it. It would not now recommend the inelu- 
sion of even discretionary authority in the administering agency to 
exempt companies from the expansion requirements of the bill. We 
cannot believe that any hardship would result from requiring even a 
charitable institution to comply with these requirements. 

On the other hand, it is recognized that there may well be cases in 
which the exemption of certain companies from the divestment re- 
quirements of the bill would be desirable in order to prevent hardship 
and to protect the public interest, as, for example, charitable, religious, 
and similar organizations. However, we question the necessity for 
exempting mutual savings banks from the divestment requirements. 

In order to cover unforeseeable emergency situations, it might be de- 
sirable to give the administering agency a limited authority to exempt 
from the divestment requirements any bank holding company if the 
administering agency determines that the company’s control of a bank 
is necessary in order to provide needed banking facilities or to assure 











16 CONTROL AND REGULATION OF BANK HOLDING COMPANIES 


the sound financial condition of the bank involved, subject to revoca- 
tion of the exemption when the need disappears. 

Before leaving the matter of coverage, it should be noted that the 
provision of the pending bill defining the term ‘ ‘company” would in- 
clude not only corporations and business trusts, but also any partner- 
ship and “any similar organized group of persons.” The meaning of 
the phase “organized group of persons” is not clear. In any event, 
however, the Board feels that such a broad definition goes beyond the 
necessities of the situation. By including partnerships and groups of 
individuals, the definition might be interpreted as being intended to 
cover chain banking, that is, control of banks by individuals or by 
testamentary or other personal trusts. 

Secondly, limitations on expansion of bank holding companies: 

The second requisite feature of the legislation, restrictions on the 
expansion of bank holding company groups, would be dealt with in 
the pending bill by provisions requiring the Board’s prior approval 
for any action which would result in a company becoming a bank 
holding company or for any acquisition of bank stocks by a bank 
holding company or its subsidiary or for the acquisition of substan- 
tially all of the assets of a bank by a holding company which is not 
a bank or by a nonbanking subsidiary. 

We think that these provisions should be expanded to require prior 
approval before any bank holding company may merge or consolidate 
with another bank holding company. On the other hand, it would 
seem unnecessary to include any provision with respect to acquisitions 
of bank assets by a holding company or subsidiary which is not itself 
a bank. 

In the interest of minimum control, we suggest that it would be suffi- 
cient to require prior approval for the acquisition of bank stocks only 
if, after the acquisition of the stock of a bank, the holding company 
will own a substantial percentage of the outstanding stock of that 
bank, say 5 percent. Such a modification of the requirements of the 
bill would permit properly diversified investments in bank stocks 
where control is not the motive. 

Our principal comments, however, with respect to the expansion 
features of the bill relate to those provisions of section 5 which are 
apparently aimed at protecting the rights of the States in this field. 

In the first place, the bill would make it impossible for a bank hold- 
ing company to acquire any bank stocks if “any bank affected” is a 
State bank, unless the appropriate State banking authorities also ap- 
prove the application within 30 days. Similarly, if “any bank af- 
fected” is a national bank, the application could not be approved un- 
less also approved by the Comptroller of the Currency. These 
provisions would have the effect of diffusing responsibility for admin- 
istration of the legislation. They would involve duplication of effort 
and give rise to administrative difficulties. We think it would be de- 
sirable to require the administering agency to give due regard to the 
views of the Siate authorities and. the ( ‘omptroller of the Currency 
but that the final responsibility for approving or disapproving any 
application should rest with the administering agency alone. 

The bill would further prohibit a bank holding company or any of 
its subsidiaries from acquiring the stock of a b: ink or substanti: ally all 
the assets of a bank outside of the State in which the holding company 
or the subsidiary involved has its principal office or conducts its princi- 
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pal operations. In addition, a bank holding company or any of its 
subsidiaries would be prohibited from acquiring bank stocks or assets 
in any State except within the geographical limitations applicable to 
the establishment of branches under the laws of such State, or unless 
the acquisition is specifically and affirmatively authorized by State 
statute. 

These severe provisions would in effect. freeze the existing status of 
most bank holding companies and would go beyond what we conceive 
to be the necessities of the situation. 

As the Board has previously indicated, it believes that regulation of 
bank holding company groups should not be related to the branch 
banking laws of the States and that the States should be left 
free to deal differently, if they desire, with these two types of multi- 
ple-office banking. The pending bill includes a new provision which 
would permit expansion of bank holding companies in nonbranch 
States if such expansion is affirmatively authorized by the statutes of 
the State in question. However, there are, of course, no States which 
have affirmative legislation of this kind. 

This new provision of the bill follows almost literally a provision 
of the national banking laws which permits a national bank to estab- 
lish out-of-town branches only if affirmatively authorized by State 
law with respect to State banks. However, before the enactment of 
that provision national banks had no authority at all for the estab- 
lishment of branches. The situation is quite different with respect to 
bank holding companies whose existence has been legislatively recog- 
nized for many years. We feel, therefore, that it is in: uppropriate to 
apply to bank holding companies exactly the same principles which 
were applied to br anches of national banks. If any analogous pro- 
vision is necessary here, it should make the expansion of bank hold- 
ing companies dependent, not upon affirmative authorization by the 
States, but upon the absence of express prohibition by the States. 

In our judgment the rights of the States in this field can be effec- 
tively protected by provisions which would require the administering 
agency to obtain and consider the views of the State authorities before 
passing upon any application for the acquisition by a bank holding 
company of control of additional banks. In any event, we think that 
provisions for this purpose should not go further than a prohibition 
against the acquisition of the stock of any State or national bank in 
any State in which the statutes of such State would prohibit such 
acquisition in the case of a State bank. 

Thirdly, as to divestment of nonbanking interests: 

In order to meet the third requisite of the legislation, the bill would 
require bank holding companies within 2 years to divest themselves of 
any shares or other securities or obligations of any company other 
than a bank and to cease engaging in any business other than that of 
banking. 

To the extent that this requirement relates to obligations, as dis- 
tinguished from shares of stock, of nonbanking enterprises, we believe 
that it goes further than necessary. Single control of both a bank 
and a nonbanking business is usually made possible by control of 
stock rather than by ownership of obligations. 

The bill would provide a number of specific exemptions from the 
divestment requirements. While some such specific exemptions may 
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be appropriate, they should be kept to a minimum and be explicit. It 
may be desirable, for example, to exempt shares of a company engaged 
solely in holding or operating properties used by a subsidiary bank 
or engaged solely in conducting a safe deposit business. Also, it ma 
be appropriate to include the exemption provided in paragraph (6) 
of section 6 (c) of the bill with respect to the ownership of not more 
than 5 percent of the outstanding voting securities of a nonbanking 
company. It is questionable, however, whether some of the exemp- 
tions provided are necessary or desirable. For example, exception 
(5) on page 9 of the bill would seem to permit a bank holding com- 
pany which is itself a bank to own any shares of nonbanking companies 
which it would be permitted to own under State law. “We see no 
logical reason for such an exemption. In fact, this exemption might 
operate to defeat the purposes of the legislation in some situations. 

In any event, as against numerous specific exemptions, it would 
seem preferable to vest the administering agency with a limited author- 
ity to exempt ownership of shares of companies which are determined 
to be closely related to the business of banking or of managing or 
controlling banks. Such a provision should, we believe, be coupled 
with the new provisions which I have already proposed for the exemp- 
tion of certain bank holding companies from the divestment require- 
ments in a very limited class of cases. 

Fourth, and last, administration : 

The administrative provisions of the bill are contained in sections 
4, 9, and 10, which relate, respectively, to registration, reports, and 
examinations of bank holding companies, hearings, and judicial review 
of administrative action, and criminal penalties for violations of the 
act. 

Our only comment on these provisions relates to section 9 which 
would give to any person in any way affected by the Board’s action 
or omission to act under the bill a right to judicial review, with a trial 
of the facts de novo by the reviewing court. It is questionable whether 
any specific provisions for judicial review are necessary, since, even 
without such provisions, any arbitrary, capricious, or unlawful action 
on the part of the administering agency would be, and should be, sub- 
ject to review by the courts. However, if any provisions on this sub- 
ject are included in the bill we feel that a provision for trial of the 
facts de novo would be at variance with the spirit and intent of the 
Administrative Procedure Act which exempts from judicial review 
any action committed to agency discretion. We also think that, 
instead of the vague provision for review at the instance of any person 
affected, the right to review should be limited to the principals in the 
proceedings involved. 

Now, as to some other provisions of the bill: 

Certain provisions of the pending bill have no direct connection 
with the two main objectives of the legislation. 

Under section 7 of the bill, subsidiary banks would be absolutely 
prohibited from making loans to, or investing in the stock or securities 
of, their bank holding company or any other subsidiary of the bank 
holding company. We feel that these provisions are ‘unnecessarily 
restrictive. Moreover, if any provisions on this subject are deemed 
to be necessary we believe that they should be enacted in the form of 
amendments to section 23A of the Federal Reserve Act, which now 
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places certain limitations upon loans by member banks to their hold- 
ing company affiliates or other affiliates. As to nonmember banks, 
the States should be left free to determine what restrictions they may 
wish to impose upon loans by State banks to their affiliated organiza- 
tions. 

Section 11 of the bill would make a number of technical amend- 
ments to provisions of the existing law. Insofar as these provisions 
would amend the Internal Revenue Code to afford appropriate tax 
relief to bank holding companies complying with the divestment 
requirements of the bill, we think that they are desirable, although 
we do not feel specially qualified to comment on their adequacy. 
However, the amendments proposed to be made to existing provi- 
sions of law relating to holding company affiliates of member banks 
have no apparent relation to the principal objectives of the bill. The 
existing provisions are aimed primarily at maintaining the sound- 
ness of member banks in holding company groups. It may be that in 
some respects they should eventually be modified, but there appears 
to be no reason why they should not be continued in force for the 
present. 

In conclusion, these comments on the pending bill have been made 
for the purpose of helping, as far as we can, in the working out of 
reasonable and effective legislation on this subject. By way of sum- 
mary, we think that the principal objectives of the legislation could 
be accomplished by a bill which, in addition to certain administrative 
provisions, would include only : 

(1) A definition of “bank holding company” as a company con- 
trolling a majority of the stock of any one bank, with no exceptions; 

(2) A requirement that every bank holding company obtain prior 
approval before acquiring the stock of any b: ink if thereafter its hold- 
ings of the stock of that bank will exceed 5 percent, with provision for 
obtaining the views of State and Federal authorities; and 

(3) A requirement that bank holding companies divest them- 
selves of their nonbanking interests, with a minimum of specific 
exemptions, but with administrative authority to make the limited 
exemptions which I have mentioned. 

Mr. Chairman, that concludes our prepared statement. Govern- 
nor Robertson is the expert in this matter for the Board, and I would 
be glad to do what I can to answer any questions, but I would hope 
that you would permit Governor Robertson to answer them, if 
you will. 

Mr. Rozertson. Would you prefer to have me merely answer ques- 
tions, Mr. Chairman ? 

The Cuarrman. Do you havea statement ? 

Mr. Rozertson. I do not have a prepared statement. I think 
Chairman Martin covered the whole field. 

The CHarrMan. Very well. 

Do any of the members have any questions ? 

Mr. Patman. In what order will you permit questioning, Mr. Chair- 
man ¢ 

The Cratrman. I suppose whoever wants recognition may ob- 
tain it. 

Mr. Parman. What about having a certain policy of alternating 
from one side to the other, and evena ‘limitation of time ? 

Mr. Wotcorr. I agree with you. 
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The Crarrman. Yes, I agree with that, too. We might limit the 
preliminary questions to 5 minutes. 

Mr. Wotcorr. What are preliminary questions ? 

The Cuarrman. Well, we could make it 10 minutes. When a mem- 
ber gets recognition, his questioning period would expire after 10 min- 
utes have elapsed. 

Mr. Parman. Ten minutes each might take quite a while, Mr. 
Chairman. 

The CuarrmMan. Well, we will limit the questioning on the first 
round to five minutes, then. Isthat satisfactory ? 

Mr. Parman. With the understanding that any member may come 
back for more questioning, if he has any questions. 

Mr. Kinsurn. Mr. Chairman, I don’t like this matter of having to 
yell the loudest to get the chairman’s attention. I don’t see why 
we can’t go in order. 

The Cuarrman. We will proceed in order. 

Mr. Wolcott. 

Mr. Wotcorr. I have no preliminary questions, Mr. Chairman. 

The Cuatrman. Mr. Brown. 

Mr. Brown. I will pass for now. 

The Cuarrman. Dr. Talle. 

Mr. Tair. I will defer for the moment, Mr. Chairman. 

The Cuarrman. Mr. Patman. 

Mr. Parman. Mr. Martin, this deals with bank holding companies— 
there are other forms of multiple banking in addition to bank holding 
companies such as chain banking, are there not ? 

Mr. Martin. Yes, sir. I will ask Governor Robertson to comment 
on the three types of banking. 

Mr. Patrman. I don’t want him to. You see, this is my time you are 
using now. 

Mr. Martrn. That is perfectly all right. 

Mr. Parman. At any rate, that is a correct statement, is it not? 

Mr. Marrin. That is correct, sir. 

Mr. Parman. This bill does not deal with the other two types of 
multiple banking at all. Do you think it should, as well as holding 
companies ? 

Mr. Martin. No, sir; I don’t think so. 

Mr. Patman. You don’t think it should ? 

Mr. Martin. No, sir. 

Mr. Parman. I believe you mentioned, commencing on page 8, 
that you doubted the wisdom of all those exceptions, and some of 
them in particular, being 1 to 4, on page 9. 

Mr. Marin. That is correct. 

Mr. Parman. It just occurs to me that the first prohibition on page 
8 israther broad; it shall not apply— 
to shares, securities, or obligations owned or acquired by a bank holding company 
in any company engaged solely in holding or operating properties used wholly 
or in part by any subsidiary that isa bank inits operations * * *, 

Wouldn’t these exceptions pretty well exempt the Bank of America 
and the Transamerica Corp., Mr. Martin ? 

Mr. Martin. No, definitely not, Mr, Patman. 

Mr. Parman. I beg your pardon ? 

Mr. Martin. Definitely not, as I construe them. 
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Mr. Parman. You think it would include them; in other words, 
freeze them as they are ¢ 

Mr. Martin. ‘That is correct, as I read it. 

Mr. Parman. Then turning to section 5, on page 9: 

It shall not apply to a bank, which is a bank holding company, if the effect 
of applying such prohibitions is to prevent such bank from owning any shares or 
investment which such bank is permitted to own under the laws of the State in 
which such bank is operating. 

In other words, according to this, this bill will not restrict the 
State law in any sense as to bank holding company operation; is that 
right ? 

Mr. Martin. Lam not sure. 

Mr. Parman. If there is a conflict between this bill and the State 
law, the State law would prevail; is that correct ? 

Mr. Mariin. Under this bill, that is correct, sir. 

Mr. Parman. That is correct ? 

Mr. Martin. Yes, sir. 

Mr. Parman. In other words, they could have holding companies 
in the State of New York, in the State of California, or any State 
where they were permitted, and this bill would not interfere with them 
at all? 

Mr. Martin. If it isa bank; yes, sir. 

Mr. Parman. If it isa bank? 

Mr. Martin. Yes, sir. 

Mr. Parman. It just occurred to me that it is a little bit weak in 
that respect. Further, it states, section 8, page 11: 

The enactment by Congress of the Bank Holding Company Act of 1955 shall 
not be construed as preventing any State from exercising such powers and juris- 
diction which it now has or may hereafter have with respect to banks, bank 
holding companies, and subsidiaries thereof. 

Now, that doesn’t limit it to unrelated activities. I guess that word 
“subsidiary” could mean unrelated business, at least at first blush. 
Does it look that way to you? 

Mr. Martin. This would supersede the State law. It would only 
be applicable if it were a bank. 

Mr. Parman. Do you mean this would supersede the State law? 

Mr. Martin. That is correct. 

Mr. Parman. I thought you said that over here, under these excep- 
tions, that the State law would prevail. 

Mr. Roserrson. May I answer that, Mr. Patman ? 

Mr. Parman. Certainly. 

Mr. Ropertson. Paragraph 5 on page 9 applies only to a bank 
which is a bank holding company. ‘That provision is the one which 
the chairman objected to, on page 11 of his statement. Now, that 
would not be true if the bank holding company were not a bank. We 
think that is a bad provision, paragraph 5. 

Mr. Parman. You think it is a bad provision ? 

Mr. Roperrson. Oh, yes. We see no reason if we are going to limit 
them by Federal law to permit a State to authorize it. 

Mr. Parman. In order to shorten this interrogation, would it be 
asking too much of you, Chairman Martin, to ask you to outline in 
very simple language, 1 or 2 syllable words, if possible and practic- 
able, the provisions of this act of which you are in favor, and, like- 
wise, the provisions to which you are opposed? For the record. 
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Would that be asking too much of you? You have covered them in 
a general way in your testimony. Perhaps you could be more specific, 
and summarize them so as to make it a little bit plainer. 

You know, the Members of the House are not as well equipped as 
the Members of the other body. We don’t have administrative assist- 
ants to help us with our work. We have to dig it out ourselves, 
which sometimes makes it difficult. It would be a lot easier for us if 
we could have it simplified a little. 

Would you be willing to undertake such a summary, Mr. Martin? 

Mr. Marrin. I would prefer to have Governor Robertson do it. 

Mr. Parman. Of course you are the chairman and you are respon- 
sible. I don’t care who you delegate it to. You can delegate it to the 
janitor of the building over there, but I want you to be responsible. 

Mr. Marrry. I accept responsibility. 

Mr. Parman. I am not asking a question, Mr. Chairman, but I am 
making this suggestion: I have in my possession here a booklet on the 
concentration of banking in the United States. It is a staff report of 
the Board of Governors of the Federal Reserve System, submitted to 
the Subcommittee on Monopoly of the Select Committee on Small 
Business of the United States Senate, in 1952. That is such a valuable 
booklet, Mr. Chairman, that I think we ought to ask Mr. Martin to 
bring it up to date for the benefit of this committee in the considera- 
tion of this bill, and the reason I mention it, it gives you all the val- 
uable information that you need in the consideration of the bill. 

Today, for instance, on page 13, even back 4 years ago, 114 percent 
of the commercial banks had assets aggregating 54.4 percent of all the 
banks in the United States. That is an alarming, almost shocking 
figure, right there, and that is 4 years ago. And I have an idea it will 
even be worse now, and I had hoped that we could ask the Chairman 
of the Board of Governors of the Federal Reserve System to bring 
that booklet up to date for this committee in its consideration of this 
bill. 

I would like to ask that, Mr. Chairman, if you please. 

The CHarrMan. Very well. 

Mr. Marrry. We will bring it up to date, Mr. Chairman. 

Mr. Parman. I think Mr. Wolcott is right in his suggestion that it 
should be in the record. 

The Cuarrman. Without objection, it will be placed in the record. 

(The material referred to is as follows:) 
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LETTER OF TRANSMITTAL 


Boarp OF GOVERNORS OF THE 
FEDERAL RESERVE System, 


Washington, August 13, 1952. 
Hon. JOHN SPARKMAN, 


Chairman, Select Committee on Small Business, 
United States Senate, Washington, D. C. 


Dear SENATOR SPARKMAN: I am transmitting herewith a special 
report prepared by the staff of the Board of Governors for the Senate 
Small Business Committee, in accordance with the request in your 
letter dated April 8 of this year. The report, which is entitled 
“Concentration of Banking in the United States,” was prepared by 


the Division of Bank Operations, Board of Governors of the Federal 
Reserve System. 


With best wishes and kindest regards, 
Cordially yours, 
/s/ M.S. Saymczax 
M. S. Szymezak, 
Chairman Pro Tem. 
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CONCENTRATION OF BANKING IN THE 
UNITED STATES 


INTRODUCTION 


In any discussion of the extent of banking concentration in the 
United States, it must be borne in mind that ours has been tradition- 
ally a banking system composed of a large number of independent 
banks, serving the local needs of local customers. In this respect our 
system differs from the banking systems of Canada or Great Britain 
where a few large branch systems are spread across the entire country. 

The great majority of American banks are relatively small, have 
grown as their communities have grown, and the many banks, despite 
their numbers, provide a smoothly functioning banking service. They 
perform a wide range of community financial services which relate to 
their primary function of making loans and investments and handling 
bank deposits in a money economy in which the greater part of trans- 
actions are effected through the exchange of bank deposits. 

The extent to which branch banking as a form of concentration 
may develop in this country is determined for practical purposes by 
State law. Some States permit State-wide branch operations. Others 
prohibit the establishment of branches altogether. The remainder 
have some limited form of branch banking. The result of this assort- 
ment of laws has been to produce a number of different types of 
multiple-office banking, including group banking and chain banking. 

But whatever form our banking structure has taken , it was inev- 
itable that, as our economy grew and developed larger and larger 
business units for production and distribution, larger units of banking 
and consequently some concentration would result. As urban pop- 
ulation grew relative to rural population and especially as metropolitan 
areas increased in number and size, banking needs became more 
concentrated. The location of head or regional offices of large cor- 
porations in financial centers contributed especially to this trend since 
it gave rise to the need for large banking units capable of handling 
larze transactions. 

Tendency toward concentration of banking during any particular 
period, like that of any other activity, may also reflect short-run 
changes in the economy. For example, changes in banking concen- 
tration over the vears covered by this report have reflected the 
economic and financial adjustments to two world wars, to world-wide 
deflation and depression in the thirties, and finally to a great rearm- 
ament emergency during recent postwar vears. Changes in the total 
volume of banking business and in the geographic distribution of such 
business during these abnormal periods have had profound effects 
upon the average size and the size-composition of units engaged in 
banking operations. 

That Congress intended to protect the American banking system 
against overconcentration and monopoly was made manifest when it 
passed the Clayton Act in 1914. In that act the Federal Reserve 
System was charged with responsibility for enforcing the prohibitions 
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against stock acquisitions of banks whenever the effect might sub- 
stantially lessen competition or tend to create a monopoly. Only 
recently the Board, acting under this statute, ordered a large bank 
holding company to divest itself of the stocks of some 48 banks which 
it controlled. 

MEASUREMENT OF CONCENTRATION 


Tendency toward concentration in banking may be defined as the 
transaction of a decreasing proportion of the Nation’s banking busi- 
ness by separate and independently managed banks. For the purpose 
of this discussion it is measured principally by the following factors: 

(1) Increases or decreases in the number of banks resulting from 
the organization of new banks, suspensions, mergers, and conversion 
of banks into branches. 

(2) Increases or decreases in the number of branches; such changes, 
however, affect principally the availability of banking facilities to 
their customers. 

(3) Increases or decreases in the number of independent bank 
managements resulting from the acquisition of banks by group and 
chain systems, or through the merger of independent banks even 
though branches may be established and the number of banking 
offices does not change. 

(4) Changes in the relative volume and geographic distribution of 
banking business transacted by small-size, intermediate-size, and 
large-size banks, in the country as a whole and in individual States. 

(5) Overbanked or underbanked situations in relation to economic 
activity; these situations may result from the chartering of many 
banks, numerous bank failures, changes in population, etc. 

Decreasing or increasing competition in certain areas of banking 
operations afforded by nonbank savings or lending institutions, such 
as savings and loan associations, insurance companies, and small 
loan and finance companies, may also be a measure of concentration 
in banking. Such competition from nonbank savings and lending 
instiiutions is generally believed to be increasing. However, this 
aspect of the question is not discussed here; the business practices 
of these institutions and their development over the years are beyond 
the scope of this report. 


PRINCIPAL OBSERVATIONS 


Insofar as changes in the number of banks indicate changes in 
banking concentration, it may be noted that the number has changed 
greatly during the past 50 vears. The number more than tripled 
in the first two decades and the peak was reached in 1921. There- 
after the number of banks decreased rather rapidly to the banking 
holiday in 1933, when many towns and areas were left without any 
banking facilities. 

The period of 18 years since the banking holiday has been one of 
gradual adjustment, during which banking facilities (banks plus 
branches) have decreased in some areas and increased in others, with 
some increase in the total. At present bankers and supervisory 
authorities seem to agree that there is a reasonable balance in the 
availability of banking facilities in most areas; and that all com- 
munities able to support a bank or branch have at least one in the 
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locality or have one within a distance that is considered reasonable 
in modern days of improved transportation and communication. 

The number of branches has for many years increased relatively 
faster than the number of banks; in fact, since 1921 the number of 
banks has decreased in all but 4 years, whereas the number of branches 
has increased in every year except 1931-33. This replacement of 
banks by branches and the establishment of de novo branches instead 
of de novo banks results, of course, in relatively fewer independent 
bank managements. 

Through mergers there is still a tendency toward further concen- 
tration in certain areas, particularly in large cities; for example, in 
New York City. This tendency toward concentration is due in large 
part, it is claimed, to relatively low earnings and high capitalization 
of some city banks, and is merely a continuing adjustment of what 
may be called from an economic point of vieW a relatively overbanked 
condition. 

When measured by the relative volume of banking business 
controlled by the hundred largest commercial banks in the country, 
the degree of concentration increased from the early twenties until 
World War II but subsequently declined to the level of the early 
thirties. During this latter period, the relative volume of banking 
business controlled by the largest banks in each State followed the 
pattern indicated by United States aggregates in over half of the 
States; there was considerable variation from the pattern in others. 


CHANGES IN THE BANKING STRUCTURE 


Number of banking offices 

Banks.—During the first two decades of the twentieth century, 
accompanying continued rapid agricultural and industrial development 
of a vast geographic area and rising land and commodity prices, the 
number of banks more than tripled, from about 9,000 in 1900 to nearly 
30,000 in 1921. 

This process began to reverse in 1922, particularly in those Mid- 
western States that suffered an agricultural depression in 1920-21, 
and there was a gradual decrease in the number of banks for the 
next 8 years. Many factors contributed to this significant decline in 
the number of banks. The rapid expansion in the preceding years 
had tended toward an overbanked condition in many communities. 
Declines in farm income were reflected in deterioration of assets 
and lack of business in rural communities. Expansion of industrial 
and financial activities in urban centers was accompanied by 
numerous consolidations and absorptions of banks, and improvements 
in roads and automobiles eliminated the need for many banking 
offices. 

A more rapid decline in the number of banks occurred during the 
great depression when 8,812 banks suspended during the 4 years 
1930-33, and a low of 15,029 banks was reached in 1933. 

Since that time the number has remained fairly constant, decreasing 
slightly to 14,618 at the end of 1951. There have been 1,700 new 
banks organized during the last 18 years, but these have been offset 
to a considerable extent by mergerg¢ and absorptions, as a result of 
which many banks have been converted into branches. Numerous 
other banks have been placed in voluntary liquidation. 
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In recent years the organization of new banks has been concen- 
trated largely in two periods, immediately after the banking holiday 
when a total of 612 new banks were organized in 1934-35, and around 
the close of the war when 373 were organized during the 3-year 
period of 1945-47. In the earlier period most of the new banks were 
organized in places where banking facilities had been drastically re- 
duced through suspensions. In the later period, the tremendous 
stimulus provided to the economy by the prewar and defense pro- 
gram and our subsequent participation in the war had not been 
reflected immediately in the number of banks, but in 1945 the 
number of new banks exceeded 100 for the first time since 1935. 

The Subcommittee on General Credit Control and Debt Manage- 
ment of the Joint Committee on the Economic Report (generally 
known as the Patman subcommittee) published in February 1952 
the replies to questions addressed to various Federal and State 
bank supervisors and to certain groups or individuals. The ques- 
tions addressed to the bank supervisors requested statistics on the 
number of applications for charters received over the past 10 years, 
the number approved, and the number rejected and reason for rejec- 
tion. Replies from 21 State bank supervisors indicated that, except 
in the growing States of the Southwest, relatively few applications 
had been received in recent years. Reasons given were the economic 
maturity of some States, the already complete network of banking 
facilities, and the low level of bank profits relative to other industries. 
Of those applications rejected, the most frequently mentioned reason 
was lack of profit possibilities. Comparable information for national 
banks and branches, furnished by the Comptroller of the Currency, 
showed that there were 242 applications for national banks and 982 
for branches during the 10 years 1941 to 1950, inclusive. Approval 
was given 53 percent of the bank applications and 71 percent of the 
branch applications. The most common reasons for refusals were 
insufficient need for bank facilities and unfavorable earnings prospects. 

Consolidations and absorptions were numerous during the twenties 
and most of the thirties, but have remained fairly constant since 
1937. Only 23 suspensions have occurred since 1941. The annual 
number of voluntary liquidations has not exceeded 20 since 1944. 

The changes since 1921 are shown in detail by years in table 
and since the banking holiday are summarized below: 





| 








| | 
— | 1934-35 | 1936-41 1942-51 
Number oi banks, beginning of period.__.......-..-....--..-- ’ 5, 029 15, 029 15, 869 | 14, 825 
New banks organized , PES Pere et. es 1, 700 | 612 | 291 797 
Reopenings of suspended and nonlicensed banks___...-...-.---|} 866 | 839 | 26 1 
Mergers and absorptions a Ree ats sodidea a iekcatal —1, 988 —391 —Tihi — 841 
Suspensions ee ee ae ae ee ee ee —344 | —91 —230 —233 
Voluntary 9 9 epaiaM PSR BEES Oe br ea TS TES 1 ee —796 | —195 —337 | — 24 
ESS RE PET ETE 151 66 | —38 | 123 





Number of banks, end of period... .............2........ 14,618 | 15,869 14, 825 14, 615 





1 Includes a net addition of 115 banks due to revision of the statistical series in 1947. 


Branches.—Before 1933 the number of branches of commercial 
banks ' had grown steadily from 119 in 1900 to 3,522 in 1930, and 


! Corresponding data not available for mutual savings banks. 
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had declined to 2,786 in 1933. Since 1933 the number of branches 
of commercial banks has grown to 4,994, and of all banks to 5,224. 

About 70 percent of all the branches established since the banking 
holiday provided de novo banking facilities; the remainder were 
established by conversion of banks into branches. About three- 
fourths of the branches established provided banking facilities outside 
the head office city of the parent bank. 

De novo branches, of course, constitute additional facilities. Where 
a branch is established as the result of a merger or absorption, there 
is a concentration of managements without change in the number of 
banking offices. Where a de novo branch is established, there is no 
direct or obvious concentration of managements, although indirectly 
there may be because, in lieu of the branch, there might have been a 
new bank established with independent management; however, some 
de novo branches are established in places that could not support an 
independent bank. 

Banking offices (banks plus branches).—The enormous change in the 
number of banking offices over the past 30 years is indicated by the 
following table listing the States that had the most commercial banking 
offices in 1950 and 1920: 


State ! 1950 1920 Percentage 
change 

New York : 1,415 1, 144 +24 
California % 1,181 902 +31 
Pennsylvania 1, 164 1, 57 —26 
Texas. .... : 920 1, 548 —4] 
Illinois 893 1, 498 —40 
Ohio vo. ie ‘ 885 1, 248 | —29 
lowa 5 | 827 1, 704 —5l 
Wisconsin. _ _- ; ; ‘ J a 704 | 979 —28 
Minnesota. - - ‘ : ‘ : 686 1, 508 —55 
Michigan ‘ 44 681 874 —22 
PST ere : Ftp een se eee 612 1, 349 —55 
Missouri... : 601 1, 652 —64 
Nebraska. - : 420 1, 199 —65 
36 other States me , 7 : ‘ 7, 975 13, 189 —40 

mites BimiteG.ss. 6. 5éeiee-.s52 . as 18, 964 30, 367 —38 


! These States are arranged in the order of the first 10 States in 1950, plus the 3 States that were among 
the first 10 in 1920 but not in 1950. 


New York and California, ranking first and second in 1950, both 
showed increases in banking offices during the 30-year period; there 
were only six other States (Connecticut, Delaware, Massachusetts, 
New Hampshire, New Jersey, and Rhode Island) and the District of 
Columbia (hereinafter referred to and counted as a State) which 
showed increases during this period. New York had ranked tenth 
in 1920 and California was not even among the first 10. Wisconsin 
and Michigan, which were not in the first 10 in 1920, had risen in 
rank to eighth and tenth in 1950 although the number of banking 
offices in both had decreased substantially, because the loss of banking 
offices had been relatively less than in other States. Missouri, for 
example, which had ranked second in 1920 with 1,652 banking offices, 
and Kansas and Nebraska, which ranked seventh and ninth in 1920, 
were not among the first 10 in 1950; their banking offices had been 
more than halved. 

While the number of commercial banking offices was declining from 
approximately 30,000 in 1920 to 19,000 in 1950, or by 38 percent, the 
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population of the country was increasing from 106 million to 150 
million, or by 43 percent. As a result, the number of persons per 
banking office has more than doubled in the 30-year period. This is 
another aspect of developments in the number of banking offices over 
this period. The low number of persons per banking office in 1920 
reflected in part the overbanking in many communities following a 
long period of rapid growth in the number of banks. The larger 
number in 1950 reflected in part the larger areas served by banks as 
a result of the decline in the number of banking offices and the 
tremendous improvement in transportation and communication facili- 
ties which have made banking offices much more accessible than they 
were three decades ago. 


Mergers, consolidations, and absorptions 


Mergers, consolidations, and absorptions, regardless of whether 
the number of offices remains unchanged through the establishment of 
branches, have a tendency toward concentration through a reduction 
in the number of independent managements. As indicated in table 1 
and in the following summary, they have been much less numerous in 
recent years than in the late 1920’s and the depression years. 


“i 


= — Annual 

Period Total average 
1924-33 ! : ee ee ae ey = poh Satan 5, 257 526 
1934-37 ee ak mere neon . : 760 190 
1938-51 _ - ecadisl Le atdun weed cue cue 1, 228 88 





' Commercial banks only. 


Mergers, consolidations, and absorptions may result from a variety 
of factors, the relative importance of which varies with changes in the 
general economy. Many of the mergers and absorptions through the 
twenties and early thirties were forced lifesaving jobs—cases where 
stronger institutions took over the weaker to prevent the failure of 
the latter or where two or more institutions combined to create a 
stronger one. Liberalization of branch banking laws in the early 
1930's facilitated the merger and conversion of banks into branches. 

In the more recent period mergers in smaller cities have in many 
cases been reported to be due to unavailability of suitable officers to 
carry on the management of the banks’ affairs upon retirement of 
present management. Some of the mergers in larger places, particu- 
larly in New York City, have resulted from quite different factors. 
New York City banks, for example, on the average have more capital 
in relation to their total assets than do other large banks. Even if 
their net profits per dollar of assets were as high as those of other large 
banks, their net profits would be lower in relation to capital structure. 
As a result of such situations, the shares of stocks of the large city 
banks generally sell in the market at a discount from book values. 
This has encouraged mergers because stockholders of absorbed banks 
have sometimes been able to realize their book values in cash, a much 
preferred alternative to selling the stock at a discount. 

Growth of industrial businesses has prompted the development of 
larger banks in order to meet the needs of large-business customers. 
Expansion of banking size has provided larger lending limits to handle 
the credits required by large business; it has also been motivated by 
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the need for reducing operating. costs and for efficient handling of the 
numerous financial transactions of large industrial business. ‘This 
growth in size of banks has come about in part through merger of 
existing banks. ‘There may have been other less important factors, 
such as prestige in some cases, but it seems probable that higher lend- 
ing limits and cheaper operating costs were the more important 
motives in many mergers.” 

Some of the larger mergers, both in New York City and elsewhere, 
are listed in a following section relating to the 100 largest banks. 
During the period from January 1, 1950, through June 30, 1952, 
47 large banks, each with over $100 million of total assets, absorbed or 
merged with an aggregate of 91 banks; most of the latter were much 
smaller institutions, as indicated by the following table: * 





Number of 
Asset size of banks which were absorbed by, or were merged or consolidated with, | banks absorbed, 
other institutions (in millions of dollars) merged, or 


consolidated 


Under 2 ieackeus aineme ps 7 


| |) eee ~. chai A arb iced ind ete ec ier ed i . 17 
BI Ma Gas 20S Gein bs Bibs b $id oie wb 50% « SR bE bh oews dn 21 
10 to 25 __. ; eS gaan 7k oe nap ee Ply, Wve Js 26 
Oe Bree we lie ‘ hott. .te ee jadhstooddane sai dad 6 
450 to 100 ne y ass ana e Se Se es 7 
Over 100... am : Cua kues €! é é 7 
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Groups and chains 


Thus far the tendency toward or away from concentration in bank- 
ing has been considered only in terms of the number of banks and 
branches. In addition to branch banking, groups and chains are also 
forms of multiple banking. Complete data regarding groups and 
chains are not available, but such data as are available indicate rela- 
tively little change in recent years. 

Group banking is a method by which a number of independently 
incorporated banks (and their branches) are controlled directly or 
indirectly by a corporation, business trust, association, or similar 
organization. In contrast with a branch bank system, whose banking 
offices must be confined to a single State, a group system may own or 
control banks in more than one State. In most respects, however, 
a group system is a substitute for a branch system. This is indicated 
by its existence in several States where branch banking is prohibited 
or severely restricted. Upon the enactment of State legislation in the 
early thirties, a number of group systems converted into branch 
systems. 

Group banking is not as widespread as branch banking and its 
relative importance has decreased over the years due in part to the 
conversion of group banks into branches. In 1931, according to 
available information, there were 978 banks and 1,219 branches, or a 
total of 2,197 offices in groups. By 1945 this number had been re- 
duced to 387 banks and 861 branches, a total of 1,248 offices. Reports 
are collected regularly covering so-called holding company affiliate 
groups that are under the regulation of the Board of Governors of the 
Federal Reserve System. They include all of the leading bank groups 





2 Also see 1951 Annual Report of the Comptroller of the Currency, p. 2, for factors influencing the increased 
trend toward meygers. 


3’ Table 4 contains a list of the 47 large banks, together with the number of banks absorbed. 
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but there are other groups not subject to such regulation; some of the 
latter include member banks and some only have nonmember banks. 
According to these data there were 320 banks and 907 branches or a 
total of 1,227 banking offices in the holding company affiliate groups 
in 1946, and 309 banks and 1,004 branches or a total of 1,313 banking 
offices at the end of 1951. 

Chain banking is somewhat similar to group banking in that inde- 
pendently incorporated banks may have one over-all management, but 
the control is by one or more individuals rather than by a corporation 
or similar organization. It is often difficult to determine whether a 
given bank is pari of a chain system. According to the best available 
data, there were 908 chain banks with 101 branches in 1931, and by 
1945 these numbers had been reduced to 522 and 74, respectively. 
Chain banking is concentrated to a large extent in a few States in 
which branch banking is prohibited. Over one-half of the chain banks 
in 1945 were in seven States: Illinois, Iowa, Kansas, Minnesota, 
Missouri, Nebraska, and Texas. Six of these States prohibit branch 
banking and the other limits strictly its growth. 


Correspondent banking 


A number of the banking groups grew out of situations where one 
large correspondent bank and some of its country correspondents 
formalized their interrelations in the organization of a holding com- 
pany. On the other hand, it is possible that the tendencies toward 
branch banking, groups, and chains would have progressed still fur- 
ther except for the correspondent banking relations that have been 
built up over the vears. Thus, the effect of correspondent banking 
on concentration is mixed. To the extent that its existence has 
tended to prevent more branch, group, and chain banking, it has pre- 
vented further concentration. To the extent that some groups have 
grown out of former correspondent relations, it has resulted in further 
concentration. 

Correspondent banks perform numerous valuable services for their 
country correspondents. Some of these are of an operating nature, 
such as handling the collection of checks; others are of an advisory 
nature, such as giving advice on lending and investment policies, or 
handling securities accounts for the smaller banks; and still others 
are of a personal nature. The larger correspondent banks also aid 
the smaller banks in retaining local business by acquiring those por- 
tions of the loans to industries in the smaller towns which exceed the 
lending limits of the local banks. In these ways the advantages of 
correspondent banking have tended to offset the diseconomies of 
small-bank operations. 


CHANGES IN THE PROPORTION OF TOTAL DEPOSITS HELD BY LARGEST 
BANKS 

The 100 largest banks in the country 

The American Banker and bankers’ directories have listed the largest 
banks, ranked according to size, following each midyear and end-of- 
year call date for a number of years. The accompanying chart and 
table 2 shows the proportions of total deposits held by the 100 largest 
commercial banks since 1923; i. e., the relative concentration of de- 
posits held by less than 1 percent of the total number of banks. 

The proportion of total deposits held by these banks gradually in- 
creased from less than one-third in 1923 to over 55 percent in 1935. 








> 





Auhaecnalibies 


oh LN Rai YO & Her 











ey ares etce 


+ Nila aa eat tr 





CONTROL AND REGULATION OF BANK HOLDING COMPANIES = 35 


The direction of this change was to be expected during a period when 
the number of banks was decreasing so drastically. The fluctuations 
were minor in the years 1935-41; most of the closed banks that re- 
opened did so by the end of 1935, and this was a period of uneven 
recovery from the depression. As deposits expanded during the war, 
the relative proportion held by the 100 largest banks decreased; in- 
dustries were being decentralized and there was a development of new 
industries in the South and West. After the war the proportions of 
deposits held by these banks again leveled off at around 46 percent of 
the total. 

The list of the 100 largest commercial banks is not a constant one. 
Some new banks appear in the list at practically every printing and 
the list, as well as the size of individual banks in the list, is affected 
from time to time by mergers. Since 1939, 13 banks in the list of the 
100 largest on that date have been involved in mergers or consolida- 
tions with other banks also included in the list at that time. ‘These 
are listed below: 


PROPORTION OF ALL COMMERCIAL BANK DEPOSITS 
HELD BY THE 100 LARGEST BANKS 


Per Cent END OF YEAR Per Cent 
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| 1939 1951 
Merging or consolidating banks | Deposits | Present bank Deposits 
Rank, (in mil- | Rank| (in mil- 
| lions) | lions) 
ee ee Eee eek | ated 
New York City: 
Bankers Trust Co 6 $1, 125 
Commercial National Bank & 73 108 |>Bankers Trust Co...........---- 8 $1, 944 
Trust Co. 
Manufacturers Trust Co_- 9 763 
Brooklyn Trust Co ; 64 122 }Mi anufacturers Trust Co-___.---. 5 2, 570 
Philadelphia: 
Corn Exchange National Bank 62 125 | Girard Trust Corn Exchange | 40 508 
& Trust Co ] Bank. . & | | 
Girard Trust Co.__._-- 63 123 fk 
Pittsburgh: 
Mellon National Bank - ; 22 362 | i ae ra | 
Gatem Stent Oe 25 O77 | — National Bank & Trust ; il | 1, 687 
Farmers Deposit National Bank 74 107 : i: , | 
First National Bank ..| 69 113 Pies First National Bank & | 44 | 475 
Peoples Pittsburgh Trust Co 78 104 Trust Co } | 
St. Louis: | 
Mercantile-Commerce Bank & 35 186 | 
Trust Co. Mercantile Trust Co_-......_-- : 33 | 591 
Mississippi Valley Trust Co 76 106 


Since there are only 6 banks remaining of 13 that were in the list 
in 1939, it might be as significant to compare the 107 largest banks in 
1939 with the 100 largest in 1951, or the 100 largest in 1939 with the 
93 largest in 1951. On either basis the decline in the proportion of 
bank deposits held by these banks would be greater than that shown 
in the chart. 

The data indicate that the tendency toward concentration by 
means of mergers and consolidations in the large cities has only 
partially offset the tendency away from concentration resulting from 
the relatively greater growth since 1939 of banks in the South and 
West. The resulting shift in the geographic distribution of the 100 
largest banks is indicated in table 3. In part, of course, it merely 
reflects relatively more mergers among big banks in some States than 
in others. As may be observed from the table, the proportionate 
increase in deposits was much larger in the Southern and Western 
States than in the Eastern States. 

Among the Exstern States where the reduction in the number of 
banks included in the first hundred has been 2 or more, between 1939 
and 1951, are Massachusetts which had only 2 banks in the first 
hundred in 1951 as compared with 5 in 1939; New York, 21 as com- 
pared with 27; and Pennsylvania, 6 as compared with 11. Of the 
New York State banks, there were 18 New York City banks in the 
first hundred in 1951 and 22 in 1939. Mergers accounted for a 
reduction of 2 New York City banks in the first hundred, and in 
Pennsylvania they accounted for 4 of the total reduction of 5. 

Three Western States had increases of more than one bank in the 
first hundred. In Michigan two banks were added to the list; and the 
other three that had ranked eighteenth, forty-fourth, and forty- 
eighth in 1939, had advanced to fourteenth, twenty-eighth, and 
thirty-seventh. Oklahoma had three banks in the first hundred in 
1951 as compared with none in 1939. Texas had two Dallas banks in 
the first hundred in 1939, which ranked sixtieth and eighty-seventh; 
by 1951 these had risen in rank to thirty-ninth and forty-sixth; 
and six additional banks were in the first hundred—Four in Houston, 
one in Dallas, and one in Fort Worth. 
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On the Pacific coast the same number of banks were among the 
first hundred in both 1939 and 1951, but there had been a considerable 
change in their relative ranking. For example, the three largest banks 
in California in 1939 had ranked fourth, sixteenth, and twenty-fourth; 
by 1951 they were first, tenth, and eighteenth. Similarly in Seattle, 
Wash., the two banks that had ranked thirty-eighth and eighty- 
ninth in 1939 were in twenty-third and fifty-first place by 1951. In 
Portland, Oreg., the two banks ranking fifty-sixth and seventieth in 
1939 were thirty-second and thirty-fourth by 1951. 


The largest banks in individual States 


An analysis was made to ascertain whether the changes in the 
proportions of deposits held by the largest banks had been approxi- 
mately uniform in the various States and geographic areas, and 
whether the proportions themselves were approximately the same 
in all States. In both respects, as is shown in table 3, there was 
considerable lack of uniformity. 

For this analysis, the banks in each State were arrayed according 
to size of deposits and the largest 2 percent of the total number of 
banks in 1951 were compared with the same number of banks in 1939.4 
The total number of banks used was 327. They held 65.1 percent of 
the deposits of all commercial banks in 1939 and 57.8 percent in 1951. 
This compares fairly closely with, but was relatively somewhat less 
than, the decline from 55.8 to 46.4 percent of total deposits held by 
the 100 largest banks in the country during the same period. 

Although there was considerable change, State by State, between 
1939 and 1951 in the proportions of deposits held by the largest banks, 
over half of the States followed the pattern indicated by United 
States aggregates. 

The more noteworthy exceptions to the general pattern were eight 
States where the proportions of deposits held by the largest banks 
increased during the 12-year period: Maine, Rhode Island, Con- 
necticut, Idaho, Arizona, Utah, Washington, and California. In 
some cases this relatively greater increase in deposits of large banks 
resulted from bank mergers and absorptions. 

At the other extreme, in Montana, Florida, Arkansas, and Louisiana, 
the decreases in the proportions were substantially more than in the 
national average. This clearly reflects relatively lesser growth by the 
large than the small banks in these States. 

Looking at the ranking of the States from the point of view of the 
proportions of deposits held in 1951 by the largest banks, Louisiana 
was the median State with two-fifths of its total deposits in its four 
largest banks. The much higher figure of 57.8 percent for the United 
States as a whole was heavily weighted by the concentration in 
States, notably New York, having very large deposits. With a few 
exceptions (for example, Nevada with only eight banks, one of which 
held two-thirds of the State’s total deposits) the larger States, 
measured according to total deposits, had higher proportions of 
total deposits held by their largest banks. This is indicated in the 
following table summarizing some of the data shown in table 3: 

‘ There were four exceptions (Rhode Island, New York, District of Columbia, and California) where a 


larger number was used; this larger number was the number of banks in the list of the 100 largest banks in 
the country in 1951. 
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[Deposits in millions of dollars] 





| Deposits, December 1951 | 











|Largest banks 
State oa las percentage 
t ~~ | All commer- of total 

Largest banks} “cia} banks | 

| 

Largest in total deposits: | | 
Lk SSE RS See ee ee ee ee 29, 428 | 34, 269 | 85.9 
California 13, 023 15, 173 | 85.8 
SEES 8,075 | 13, 754 | 58.7 
Pennsylvania ate 5, 750 | 11, 306 50.9 

Smallest in total deposits: | | 
ee ee a ae 57 | 306 18.7 
PENI son cdi den cca tbice si badncccicidanwedbuen | 35 | 297 | c.7 
aa SES Sa ERE ee aa See | | 32 | 273 11.8 
PON cncacksdu che twcncnsUancens acgueucansesGenrvemaeee 135 | 202 | 66.8 
IN oa tic cn nek Whine caciiwespexketeineomen 95, 340 | 164, ‘40 57.8 


Increases in deposits 

Table 3 also shows, by States, the deposits in 1939 and 1951 of 
the 327 largest banks and of all commercial banks. It will be observed 
that deposits of the 327 largest banks increased about two and one- 
half times while the deposits of all commercial banks nearly tripled. 
The very large banks were not increasing in size at as fast a rate as 
the smaller banks. ‘This is indicated in the following summary table: 


Deposits (in millions 
* Oey SL Dae Percentage 
increase 
1939 1951 
100 | urges t banks ‘ hinted da htaccess Se a eS $32, 194 $76, 565 138 
227 other large banks ae ee Tee we eenilelien Se 5, 408 18, 775 247 
| 
327 large banks bb ow cee «cebGh b chcndubhaetehd. end 37, 02 95, 340 154 
Other epmamperotal banks: . ... 6665 .<..606-.360s 00. elias 20,116 | 69, 500 245 
EE ae ee aa | Lee sae 57, 718 164, 840 186 





The column in the attached table which shows the percentage in- 
crease in deposits during the 12 years in the various States and 
geographic areas reveals the extent of the very large increases in 
deposits in the South and West. Deposits in New York less than 
doubled, as compared with more than quadrupling in most of the 
West North Central, West South Central, Mountain, and Pacific 
States. 


BANKING AS SMALL BUSINESS 


Banking, like retail trade or many other industries, is a mixture of 
big and small business. In the retail field there are huge chains of 
food stores, retail and mail-order houses, and department and variety 
stores, but the great majority of the establishments are relatively small 
and inde »pendently owned. 
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Also in banking, there are a few very large banks and far-flung 
branch or group systems but most of the banks are relatively small. 
In 1950, the median (midsize) insured commercial bank fell in the 
group that had deposits of between $2 million and $5 million. As 
shown by the following table, approximately 5,600 banks, or 42 per- 
cent of the total, had deposits of less than $2 million and the aggregate 
of their assets was only 4 percent of total assets. At the other ex- 
treme, 356 banks, or less than 3 percent of the total, had deposits of 
over $50 million, and they held nearly 62 percent of total assets. 


Number and total assets of insured commercial banks, 1950 





! 
Number of insured 
commercial banks Total assets 


Size group (deposits, in thousands of dollars) | 





| Number | Percent of |Amount (in| Percent of 

















total millions) | total 

ee is AW a de Oo a a ne oa ded nnadbacaiusdbacces 530 | 4.0 $220 0.1 
2 ete ESS ee ee eyed 1, 850 | 13.8 1, 511 9 
1,000 to 2,000. ...------ Sa: Se 5 eink als 3, 222 | 24.1 5, 043 31 
pO | eS ae ee 4, 189 31.3 14, 101 8.5 
5,000 to 10,000__.__-.--- ee near ee a ne Al 1, 847 13.8 13, 696 17.5 
60 iS 2a. eee 1, 376 10.3 29, 022 17.5 
50,000 to 100,000. _ ___-. SA es oe Rk aS 161 1.2 12, 035 7.2 
More than 100,000... -._--- . ee pcibiteudawe melneus 195 1.5 90, 138 54.4 

Total... <..- ; 13, 370 100.0 | 165, 766 | 100.0 


Source: FDIC Annual Report 1950, table 115. 





Whether measured by deposits, assets, or capital, the average bank 
is, of course, much larger now than it was before the war and postwar 
growth of deposits, and the above size distribution would not be com- 
parable with a similar distribution made at that time since most banks 
have shifted to higher size groups. 
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TABLE 2.—Deposits held by the 100 largest commercial banks, 1923-51 
(Deposits in millions of dollars] 



































Ratio of Ratio of 
Endof | 100 largest or largest End of 100 largest S- largest 
year— banks banks banks to year— banks banks banks to 
total total 

12, 681 39, 515 32.1 i icicntimacan 27, 661 51, 185 54.0 
15, 153 4, 34.4 Rae 32, 194 57,718 55.8 
15, 994 46, 892 34.1 ae 37, 637 65, 337 57.6 
16, 794 46, 898 35.8 ST 39, 548 71, 283 55.5 
18, 192 49, 357 36.9 «hee ee 48, 466 89, 135 54.4 

, 654 52, 710 39.2 eae 55, 106 | 105, 923 52.0 
21,839 | 50, 42.8 || 1944... 64,257 | 128, 072 50. 2 
22, 158 | 48, 668 45.5 RS 72, 538 150, 227 48.3 
18, 751 39, 497 47.5 ES 62, 892 139, 033 45.2 
18, 315 35, 957 50.9 Se 65, 317 144, 103 45.3 
17, 440 32, 637 53.4 See 64, 333 | 142, 843 45.0 
2i, 892 39, 970 54.8 || 1949... 65,950 | 145,174 45.4 
25, 102 45, 517 55.1 ae 71, 690 155, 265 | 46.2 
27, 505 50,7 54.2 RE 76, 565 164, 840 | 46.4 
25, 567 48, 491 52.7 | | 

; 














Source of data: 100 largest banks, The American Banker; al] commercial banks, Federal Reserve statistics. 
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APPENDIX 


Tue Cuayton Act PROCEEDING IN THE MATTER OF THE 
TRANSAMERICA Corp. 


(Prepared by the staff of the Senate Small Business Committee) 


Antitrust statutes designed to prevent monopolistic combinations 
and restraints of trade have been one of the principal protective 
measures enacted by the Congress over the years to safeguard the 
public interest and to foster small business. 

Section 7 of the Clayton Act, originally enacted in 1914, prohibits 
a corporation from acquiring the stock of one or more corporations 
engaged in commerce where the effect of such acquisition may be 
substantially to lessen competition, or tend to create a monopoly. 
Under section 11 of the Clayton Act the Board of Governors of the 
Federal Reserve System is authorized to enforce the provisions of 
this act where they are applicable to banks, banking associations, 
and trust companies. 

On June 24, 1948, the Board of Governors instituted its first pro- 
ceeding under this act by issuing a complaint against the Trans- 
america Corp., a corporation organized under the laws of the State 
of Delaware with its principal office located in San Francisco, Calif. 
The complaint charged that ‘Transamerica had been violating the 
Clayton Act in acquiring the stock of commercial banks in the five 
States of California. Oregon, Nevada, Washington, and Arizona. 
After extended hearings under a hearing officer designated by the 
Board of Governors, the Board, on March 27, 1952, issued its findings 
as to the facts in this case, together with its conclusions and a formal 
order which would require the Transamerica Corp. to divest itself of 
holdings of stock in 47 banks located in the 5 western States. The 
Transamerica Corp. has filed an appeal with the Circuit Court of 
Appeals for the Third District in Philadelphia for a review of the 
Board’s order. This review is now pending. 

Because of the uniqueness of this action and its particular relevance 
to the subject covered in this monograph, the committee reprints 
below the text of the Board’s findings as to the facts, conclusions, and 
order. 


UNITED STATES OF AMERICA BEFORE THE BOARD OF GOVERNORS 
OF THE FEDERAL RESERVE SYSTEM 


IN THE MATTER OF TRANSAMERICA CORPORATION 
FINDINGS AS TO THE FACTS 


PankAGRAPH ONE: (a) Respondent, Transamerica Corporation (hereinafter fre- 
quently called “Transamerica’’), is a corporation organized and existing under 
the laws of the State of Delaware, and has its principal office and place of business 
at 4 Columbus Avenue, San Francisco, California. It is a holding company, 
having an authorized capital stock of 25,000,000 shares of a par value of $2 each, 
and having outstanding as of December 31, 1948, a total of 9,930,000 of such 
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shares. Respondent was organized in 1928 by A. P. Giannini for the purpose, 


among others, of facilitating control and management through a single corpora- 
tion of the banks and other corporations theretofore operated under his general 
direction. 

(b) At or about the time of the filing of the Board’s amended and supplemental 
complaint, respondent had acquired and owned, directly and through subsidiaries, 
voting stock in each of the following commercial banks in the States of Cali- 
fornia, Oregon, Nevada, Arizona and Washington, in the approximate stated 
percentage of the total stock of each such bank: 


In California: 


Percent 

Bank of America National Trust and Savings Association, San 
EEE MOS A FCOTE i RG? 22. 88 
Central Bank, Oakland___....__.____- Se i ee eee ts | a 99. 65 
The First National Bank of Garden Grove, Garden Grove__________ 90. 00 
a Se ee ees ee 
Central Bank of Calaveras, San Andreas__________________________ 92. 50 
The First National Bank of Fairfield, Fairfield__._________________ 89. 60 
The Temple City National Bank, Temple City__..________. aes 6S 
The First National Bank of Weed, Weed___________.____________- 90. 00 


First Trust and Savings Bank of Pasadena, Pasadena L S28. cosa 97. 78 
The First National Bank of Bellflower, Bellflower_______- 5 


dete s  BoSI@6cR0 
First National Bank in Coreoran, Corcoran___.........-.--.--_- . 92. 00 
The First National Bank of Los Altos, Los Altos__._..__.________- 87. 20 
ge gg A eal al ap ie dill ll ag eh tn 5 ES 87. 83 
First National Bank in Santa Ana, Santa Ana_____________________ 98. 50 
First National Trust and Savings Bank of Santa Barbara, Santa 
ee ar ee ee es ee eee ee. an 96. 18 
Om Or SOMOREDL PONMOROM. 8 8 3 6 ne wig we eeckenin ae 92. 50 
The First National Bank of Crows Landing, Crows Landing________ 89. 60 
The First National Bank of San Jacinto, San Jacinto__________- __. 66. 90 
Farmers & Merchants Bank of Watts, Los Angeles_______________- 97. 50 


The First National Bank of Mountain View, Mountain | aT ar 75. 63 
The First National Bank of Oakdale, Oakdale___- 


a ered en See 93. 00 
First National Bank in Turlock, Turlock. -__--_-___-- RE Sete 89. 87 
Bank of Beaumont, Beaumont - - Bo cee Sek ee = #/) GE OO 
First National Bank in Delano, Delano__________________________- 90. 27 
American Commercial & Savings Bank, Moorpark_._......____.__. 90. 00 
Stanislaus County Bank, <dakGale...... ~.- ---.<6-- enn eens ee 
In Oregon: 
The First National Bank of Portland, Portland ___-__- eh SP Es. ‘ 68. 70 
The First National Bank of Forest Grove, Forest Grove 90. 00 
Coolidge & McClaine, Silverton. ___-------- itt dastes es se wet 24h/ OR AB 
Moreland-Sellwood Bank, Portland _ - Le eS ea ST 97. 00 
Clatsop County Bank, Seaside------------ i tate ahaa we aes en eh 97. 00 
The First National Bank of Cottage Grove, Cottage Grove 32 SO@e 
The First National Bank of Prineville, Prineville__-.._..._._____-- 90. 00 
pe SEE ST ee Se ee ee en ee Se eS 95. 00 
Bank Gr Sweeter: meet CHOTNG 6g « = om ose Se ce wee b+ w nd awe oe 97. 50 
The First National Bank of Eugene, Eugene—----------- ee 
Benton County State Bank, Corvallis _ - - id hve Seat ec oe ee 
Carlton State & Savings Bank, Carlton_....___..------------- _.. 90. 00 
Vambe Siete Bank. yom go etic oc. obo ees sl ee kk 90. 00 
Monroe State Bank, Monroe_- ea Sea enemas 91. 67 
The First National Bank of Lebanon__-__--- phe ec ois 5b atc, es 
State Bank of Malheur County, Ontario.....-.....----.---------- 94. 60 
In Nevada: 
First National Bank of Nevada, Reno________-_--.--_------- __. 99.10 
Farmers’ Bank of Carson Valley (Inc.), Minden-_-------~---- Z 88. 00 
Bank of Nevada, Las Vegas____- ba BEIT ASE.. SUI EL _.. 70. 00 
In Arizona: First National Bank of Arizona, Phoenix—_-_------- Skt 80. 83 
In Washington: National Bank of Washington, Tacoma____----_--_-- io -Se 


(c) In addition to the stocks owned as stated in the preceding subparagraph, 
Transamerica also owned, as of 1948, stock in banks, financial institutions, and 
other corporations as follows: 

(1) Banca d’America e d'Italia, 92.59 percent of the capital stock. 

(2) The National City Bank of New York, approximately 7.2 percent of the 
capital stock. 

















CONTROL AND REGULATION OF BANK HOLDING COMPANIES 49 


(3) First Savings Bank of San Jacinto, California, 65.40 percent of the capital 
stock, 

(4) All of the stock of Capital Company, which is engaged in the purchase, 
sale, leasing, management, and operation of real estate, and in the leasing and 
operation of agricultural, oil, gas, and mineral land. This company supervises, 
maintains, and constructs properties for its affiliated companies, and engages 
especially in the handling of properties owned by or acquired from affiliated banks. 

(5) Allof the stock of Allied Building Credits, Inc., which is engaged in financing 
new construction, largely residential, and in reselling mortgages and instalment 
notes to banks, insurance companies, and other investors. In 1948, this company 
purchased nearly $45,000,000 of notes and mortgages. 

(6) All of the stock of Occidental Corporation, which, in turn, owned all of the 
stock of Occidental Life Insurance Company of California. The latter is the 
largest life insurance company located on the Pacific Coast, having in 1948 more 
than 15,000 sales representatives and nearly $2,000,000,000 in life insurance in 
force. 

(7) All of the stock of Pacific National Fire Insurance Company, which is 
engaged in writing fire, automobile, and marine insurance. This company had, 
in 1948, some 4,000 sales representatives and received in that year premium pay- 
ments of nearly $10,000,000. 

(8) Through its subsidiary named in (7) above, all of the stock of Premier 
Insurance Company, which is engaged in writing automobile insurance, principally 
in connection with instalment sales of automobiles. This company received 
premium payments in 1948 of nearly $8,000,000. 

(9) More than 99 percent of the stock of Adel Precision Products Corporation. 
This company manufactures tractors, aircraft parts and equipment, and other 
metal products. Its 1948 sales were more than $6,000,000. 

(10) Eighty-six percent of the stock of General Metals Corporation. This 
company produces ferrous and nonferrous castings and forgings, and had sales in 
1948 of more than $9,000,000. 

(11) All of the stock of Enterprise Engine & Foundry Company. This com- 
pany operates foundries and produces diesel engines, oil burner equipment, and 
other machinery. Its sales in 1948 were more than $8,000,000. 

(12) Slightly over 60 percent of the stock of Columbia River Packers Associa- 
tion, Inc. This company operates fisherics and processing plants, and markets 
canned salmon, tuna, crabmeat, shad roe, and frozen fish. Its sales in 1948 were 
more than $12,000,000. 

(13) More than 99 percent of the stock of Corporation of America. This com- 
pany, as of 1948, was engaged only in acting as trustee under deeds of trust in 
which respondent and its affiliated companies were named as beneficiarics. 

(14) All or a substantial part of the stocks of various other companics, includ- 
ing Inter-America Corporation, Amcrican Brokerage, Inc. (inactive); The Axton- 
Fisher Tobacco Company (in liquidation); Coast Service Company; and Time- 
plan, Incorporated (inactive). 

PARAGRAPH Two: (a) Each of the banks named in subparagraph (b) of Para- 
graph One bercof is a commercial bank. Each of these banks accepts deposits 
subject to check issued by the depositor against bis account. Each of these 
banks, through the check collection facilitics of the Federal Reserve banks, 
through correspondent banks or directly, or through one or more of these means, 
continuously and regularly sends checks deposited by its customers, which are 
drawn upon banks in States other than the Staite in which such bank is located, 
to such out-of-State banks for collection. Each of these banks continuously and 
reguiariy receives from banks in States other than the State in which it is located, 
through the check collection facilitics of the Federal Reserve banks, through cor- 
respondent. banks or directly, or through one or more of these means, checks 
drawn by its own depositors against their accounts in such bank and sent by 
such depositors as a means of payment to payees in other States, and deposited 
for collection by such payees in banks in States other than the State in which the 
paving bank is located. Both in receiving for collection checks drawn upon banks 
in Other States and in honoring the checks of its own depositors which are de- 
posited for collection in and received from banks in other States, each of the 
banks named above in subparagraph (b) of Paragraph One hereof must, and does, 
arrange for the settlement of the resulting debit or credit balances. Such trans- 
actions across State lines are necessary in the operation of all commercial banks 
and require constant communication and transportation between various Statcs of 
the United States. 
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(b) In addition to the matters stated in subparagraph (a) of this Paragraph 
Two, commercial banks, including those named in subparagraph (b) of Para- 
gravh One hereof, normally and regularly engage in all or substantially all of the 
following functions: collection or payment of bill-of-lading drafts, notes, and 
other commercial instruments; acceptance of bills of exchange; purchase or sale 
of securities for their own accounts or the accounts of their customers; collection 
of maturing securities or interest coupons due thereon for their own accounts or 
the accounts of customers; maintenance of correspondent relations)ips with banks 
in other States; telegraphic transfer of funds for their own accounts or the ac- 
counts of their customers; and other commercial transactions. The performance 
of these functions requires constant use of the channels of interstate communica- 
tion and transportation and involves constant commercial intercourse across 
State lines, including the regular shipment and receipt of documents and the trans- 
fer of funds between and among various States of the United States. 

(c) Each of the banks named in subparagraph (6) of Paragraph One hereof is 
engaged in commerce, as “‘ecommerce”’ is defined in the aforesaid Clayton Act (38 
Stat. 730; 15 U.S. C. § 12). 

PARAGRAPH THREE: (a) The banking group control of which was later con- 
centrated in Transamerica had its origin in the organization bv A. P. Giannini of 
the Bank of Italv in San Francisco, California, in 1904. Its expansion began 
with a first branch in 1909, a second in 1910, a third in 1912, 2 in 1913, 1 in 1915, 
5 in 1916, and 7 in 1917, making a total of 18 branches at the end of that vear. 
Until 1917, the method followed in buying other banks was for one or more of 
the officers of the Bank of Italy to buv the stock of the bank to be acquired with 
the proceeds of personal loans to them by another bank, thes? loans being secured 
by the stock purchased. The assats of the bank the stock of which had been thus 
purchased were then sold to the Bank of Italv; the loans made to finance the 
stock purchased were then paid from the sale of assets and the acquired bank was 
‘liquidated. This method was followed because California law did not permit one 
bank to buy the stock of another. 

(b) As the number of banks being acquired increased, this procedure became 
burdensome and ineonvenient. In 1917, A. P. Giannini orzanized the Stoek- 
holders Auxiliary Corporation, the beneficial interest in its stock being owned 
by the stockholders of the Bank of Italv in the same proportion as their stock- 
holdings in that bank. This company was organized for the purpose, among 
others, of acting as a purchaser of the stock of banks the assets of which were 
to be later acquired by the Bank of Italv. It also took charge of any assets of 
the acquired bank which had to be written off by the Bank of Italy. It acted 
as an insurance broker in placing insurance for the Bank of Italy and insurance 
which came to the Bank of Italy through its customers or in connection with 
loans made by it. In 1918, A. P. Giannini organized the Bancitalv Corporation, 
a New York corporation, in which about three-fifths of the stockholders were also 
stockholders in the Bank of Italy, and in which the Stockholders Auviliary 
Corporation owned abont 25 per cent of the stock. The Bancitaly Corporation 
acquired control of several banks in New York, interests in some foreign banks, 
and controlling stock interests in some California banks. A. P. Giannini was 
president of Bancitaly Corporation from the organization of that company nnftil 
its dissolution in 1928. In 1924, Stockholders Auxiliary Corporation and certain 
stockholders of the Bank of America of Los Angeles organized a company known 
as Americommercial Corporation, which also engaged in acquiring controlling 
stock interests in California banks. Stoekholders Auxiliary Corporation later 
came into the sole ownership of Americommercial Corporation. In 1927, after 
the passage of the McFadden Act, permitting national banks to engage in branch 
banking, the Bank of Italy absorbed the Liberty Bank of America of San Fran- 
cisco and the Commercial National Bank of Los Angeles and beeame Bank of 
Italv National Trust and Savings Association under a national charter. 

(ce) In 1928, A. P. Giannini organized respondent, Transamerica, as previously 
found, for the purpose, among others, of concentrating under the control of a 
single company all of the various banks and other organizations above referred 
to in this Paragraph Three. At the request of A. P. Giannini, practically all 
of the stockholders in Bank of Italy National Trust and Savings Association 
and Bancitaly Corporation exchanged their stock in these companies for stock 
in Transamerica, thus placing in the hands of Transamerica, at the time of or 
shortly after its organization, substantially all of the stock of Bank of Italy 
National Trust and Savings Association and Bancitaly Corporation. The Bank 
of Italy National Trust and Savings Association had by that time aequired, by 
the purchase of other banks through the mnethod stated above and by the estab- 
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lishment of de novo branches, some 284 branches in California. In addition, 
Transamerica had acquired and held all or a substantial majority of the stock 
of California Joint Stock Land Bank, National Bankitaly Company, Bankitaly 
Agricultural Credit Corporation, Bankitaly Mortgage Company, Bank of America 
National Association of New York, Bancamerica Blair Corporation, Commercial 
Holding Company, Bankitaly Company of America, Occidental Corporation (a 
holding company owning Occidental Life Insurance Company and Occidental 
Investment Company), Bank of America (California) and its security affiliate, 
Corporation of America, and Pacific National Fire Insurance Company. The 
‘Statement of Condition at the Close of Business December 31, 1928,” issued by 
Transamerica, stated its resources as $1,093,449,250, and gave the names of its 
directors as follows: 


A. P. Giannini, president, Transamerica Corporation; 

James A. Bacigalupi, president, Bank of Italy N. T. & S. A.; 

A. J. Mount, senior vice president, Bank of Italy N. T. & S. A.; 

P. C. Hale, vice president, Bankitaly Company of America; 

A. Pedrini, vice president, Bankitaly Company of America; 

L. M. Giannini, president, Pacific National Fire Insurance Company; 

A. E. Sbarboro, vice president, Pacific National Fire Insurance Company; 

W. E. Blauer, vice president, Bankitaly Mortgage Company, and vice president, 

California Joint Stock Land Bank; 

Dr. A. H. Giannini, chairman, board of directors, The Bank of America, N. A., 

New York; 

Edward C. Delafield, president, The Bank of America, N. A., New York; 
L. V. Belden, president, The Bankameric Corporation, New York; 
J. E. Rovensky, vice president, The Bankameric Corporation, New York; 
Leon Bocqueraz, chairman, board of directors, Bank of America of California; 
E. J. Nolan, president, Bank of America of California; 
C. N. Hawkins, vice president, Bankitaly Agricultural Credit Corporation; 
W. H. Snyder, vice president, Commercial Holding Company; 
George A. Webster, vice president, Commercial Holding Company; 
W. F. Morrish, vice president, Corporation of America; 
C. R. Bell, vice president, Corporation of America. 
[BX 3-A] 

In 1930, through a consolidation with Bank of America of California, which was 
itself a consolidation of United Security Bank and Trust Company with Mer- 
chants National Trust and Savings Bank, Bank of Italy National Trust and Sav- 
ings Association became Bank of America National Trust and Savings Association, 
hereinafter frequently referred to as ‘‘Bank of America.” 

PARAGRAPH Four: (a) The Transamerica group—operating principally through 
Transamerica, but with active assistance and cooperation from other members of 
the group and especially from officiais of Bank of America—continued its aggres- 
sive policy of acquiring other banks and extending and expanding its operations. 
From its organization in 1928 to the time of this proceeding, Transamerica ac- 
quired some 240 banks and branches in California, of which some 200 have becn 
absorbed into and become branches of Bank of America. 

(6) A bank cannot lawfully engage in interstate branch banking; however, 
Transamerica, not being a bank itself, was able to, and did, extend its controlled 
group-banking operations into other States. Transamerica first expanded the 
operations of the group into Oregon in 1930, through the acquisition of The First 
National Bank of Portland. Subsequently, Transamerica acquired some 56 
banks and branches in that State, about 40 of which have been absorbed into the 
branch-bank system of The First National Bank of Portland. The Transamerica 
group expanded its operations into Nevada in 1934 through the acquisition by 
Transamerica of the First National Bank in Reno, the name of which was subse- 
quently changed to First National Bank of Nevada. Since this first acquisition 
in Nevada, Transamerica has acquired six other banks in Nevada, four of which 
have been converted into branches of the First National Bank of Nevada. In 
furtherance of the policy of expanding and extending the operations of the group, 
Transamerica entered the State of Washington in 1936 through the acquisition 
of the National Bank of Tacoma, the name of which was subsequently changed to 
National Bank of Washington. Since this acquisition, Transamerica has ac- 
quired nine other banks in Washington, all of which have been converted into 
branches of the National Bank of Washington. Continuing its expansion and 
extension policy, the group entered Arizona in 1937 through the acquisition by 
Transamerica of the First National Bank of Arizona at Phoenix, the Phoenix 
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National Bank, and its affiliate, the Phoenix Savings Bank & Trust Company. 
The First National Bank of Arizona at Phoenix and the Phoenix National Bank 
were consolidated and became the First National Bank of Arizona. This bank 
acquired a branch from another bank and later established two additional 
branches and merged with its companion bank, Phoenix Savings & Trust Com- 
any. 

(c) The usual method followed in acquiring banks was to arrange for the pur- 
chase by Transamerica of a controlling stock interest in the bank to be acquired, 
and thereafter if the bank purchased was to be converted into a branch, Trans- 
america would convey the assets to one of its controlled banks. It has been com- 
mon procedure for Transamerica to sell to persons selected to be directors of a 
bank purchased by it, directors’ qualifying shares with an option to Transamerica 
to repurchase. It has also been common for Transamerica to complete such 
arrangements prior to the time it became the owner of record of the capital stock 
of the bank acquired. By this means, boards of directors selected by Trans- 
america were provided for in advance of transfer to Transamerica of the stock 
bought in its behalf, and thus any need for Transamerica to obtain a voting permit 
from this Board in order to vote its stock for the election of a board of directors 
was avoided. There are a total of 324 directorships in Transamerica majority- 
owned hanks which are filled by 266 individuals, and Transamerica holds options 
to purchase the qualifving shares in the case of 249 such directorships. It has 
also been a frequent practice of Transamerica. where it appeared necessary in 
order to secure a controlling interest in a bank it desired to purchase, to pay 
bonuses to officials of the bank or to grant them special inducements in various 
forms, as well as to pay unusually high prices for shares that represented control, 
or which might aid in securing control. It has consistently sought to acquire 
controlling interests. 

(d) As of June 30, 1948, the Transamerica group controlled in California 25 
commercial banks having 529 branches, with a total of 554 banking offices: in 
Oregon, 13 commercial banks having 44 branches, with a total of 57 banking 
offices; in Nevada, 3 commercial banks having 12 branches, with a total of 15 
banking offices; in Arizona, 1 commercial bank having 5 branches. with a total of 
6 banking offices: and in Washington, 1 commercial bank, having 9 branches, 
with a total of 10 banking offices. Subsequently, the number of controlled com- 
mercial banks was increased in California to 26 and in Oregon to 16. 

(e) During the pendency of this proceeding the Transamerica group, having 
secured permits from the Comptroller of the Currenev to branch such banks, 
attempted to convert into branches of Bank of America 22 banks with 28 banking 
offices (one dual occupancy) in California which are majority owned by Trons- 
america. This conversion was prevented by injunctive orders issued bv the 
United States Court of Appeals for the Ninth Circuit upon the petition of this 
Board and by subsequent action of that court in contempt proceedings instituted 
against Transamerica, Bank of America, and their respective chief executive 
officers, Sam H. Husbands and L. M. Giannini, for failure to obey the injunctive 
orders. In Oregon, Transamerica presently controls 15 banks (with 17 offices) 
now operated as affiliates of The First National Bank of Portland. Applications 
to convert such banks into branches of The First National Bank of Portland are 
now pending before the Comptroller of the Currenev. 

PARAGRAPH Five: (a) A basic position of respondent in this proceeding is that 
Bank of America is not controlled by Transamerica, is not a part of the Trans- 
america group, and is a whollv separate institution dealing at arm’s length with 
Transamerica and banks and other corporations majority owned by Trans- 
america. The support for this position appears to be necessarily based princi- 
pally upon, though not limited to, reductions in the proportions of the stock 
of Bank of America held by Transamerica, upon the present wide distribution of 
the stock of Bank of America, and upon the relatively insignifieant stoekholdings 
of L. M. Giannini in the bank. The facts as to these particular matters are: 
(1) From the organization of Transamerica in 1928 until July 1937, it held more 
than 99 percent of the stock of Bank of America; in July 1937, Transamerica 
distributed about 58 percent of its holdings of stock in Bank of America to the 
stockholders in Transamerica, and thereafter, by sales, reduced its holdings of 
stock of Bank of America to percentages of the total stock of that bank as follows: 
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During the pendency of this proceeding, Transamerica three times reduced 
its holdings of Bank of America stock by sale and by distribution of shares to 
its own stockholders. The first reduction was in 1949 to 11.1 percent of the total 
stock of Bank of America; the second was in 1951 to 7.66 percent of such stock; 
and the third was in 1952, after final hearing of this matter by the Board, to 
approximately 5.6 percent of the Bank of America’s total stock. (2) As of 
August 31, 1950, the 24,000,000 shares of stock of Bank of America were dis- 
tributed among more than 180,000 holders, exclusive of Transamerica, its sub- 
sidiaries, and nominees, and Bank of America employees’ profit-sharing and 
family-estate trustees. (3) The stockholdings of L. M. Giannini, plus other 
shareholdings directly controlled by him, amounted to approximately two-tenths 
of 1 percent of the total stock of Bank of America. 

(b) From its organization in 1928 to July 1937, Transamerica had and exercised 
control of Bank of America through its ownership of more than 99 percent of the 
stock of that bank. However important other elements of control may have 
been during that period, they are not considered here because of the direct control 
through stock ownership. The control exercised by Transamerica, not only of 
Bank of America, but also of its majority-owned banks and other companies, 
has always been and is one of policy, leaving the details of the management of 
the individual banks and other companies to officials selected directly or indirectly 
by Transamerica. Any radical departure from these policies, or any abnormal 
commitment, required prior consultation with and approval by Transamerica. 
Transamerica’s control of Bank of America was for many years publicly acknowl- 
edged by Transamerica. For example, the published Annual Report of Trans- 
america for 1932 contains the statement: 

“The policies of the Giannini management of Transamerica Corporation have 
been restored and are hereby reaffirmed.”’ [BX 3-E] 

The published Annual Report of Transamerica for 1934 stated in part: 

“Your Directors have named a committee of fourteen to serve as an Advisory 
Council to assist A. P. Giannini in directing the activities of all banks controlled 
by Transamerica Corporation. * * * This Council, in addition to its 
advisory functions, will cooperate with A. P. Giannini and your Board of Directors 
in choosing from time to time the chief operating executives of the Transamerica 
group.”’ [BX 3-G] 

The same Annual Report refers to L. M. Giannini, who was made head of the 
Advisory Council mentioned in the preceding excerpt, as follows: 

“The selection of L. M. Giannini to head the Advisory Council is, in the opinion 
of your Board, a particularly happy one for, in addition to his close contact with 
the wide range of Transamerica’s activities since their inception, he is a man 
whose seasoned judgment, qualities of leadership, and outstanding analytical 
abilities peculiarly qualify him to head the Council which will determine manage- 
ment policies for the entire group of Transamerica’s banks.’’ [BX 3-G] 

The composition of the advisory council selected by the directors of Trans- 
america to assist A. P. Giannini and Transamerica in selecting ‘“‘the chief operating 
executives of the Transamerica group”’ and to “determine management policies 
for the entire group of Transamerica’s banks’? was L. M. Giannini as council 
chairman, and the following membership: John M. Grant, president of Trans- 
america; E. B. MacNaughton, president of The First National Bank of Portland, 
a Transamerica-controlled bank; C. F. Wente, president of the First National 
Bank in Reno, a Transamerica-controlled bank; and the following, each of whom 
held the position stated in the Bank of America: F. N. Belgrano, Jr., vice presi- 
dent; W. E. Blauer, vice president and chairman of its general finance committee; 
Hugh L. Clary, vice president and vice chairman of its operating committee; 
Louis Ferrari, vice president and general counsel; F. A. Ferroggiaro, vice president; 
Dr. A. H. Giannini, chairman of the general executive committee; A. J. Gock, 
vice president; G. J. Panario, vice president; A. E. Sbarboro, vice president and 
vice chairman of its general finance committee; and Wili C. Wood, vice president. 
R. P. Everard, secretary of Bank of America and of Transamerica Corporation, 
was designated as secretary of the advisory council. Apparently this council 
became inactive after a few years. 

The Annual Report of Transamerica for 1935 states: 

‘* * * it is fitting that there be incorporated in this letter to the stock- 
holders of Transamerica Corporation a copy of the following preambles and 
resolutions in regard to Mr. [A. P.] Giannini which were adopted at a regular 
meeting of the Board of Directors of the Bank of America N. T. & S. A. on August 
14, 1935: 
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‘* “WHEREAS, at a meeting of this Board of Directors held on July 9, 1935, 
there was presented for consideration a recommendation of the Board of Directors 
of Transamerica Corporation that Bank of America N. T. & S. A. place Mr. 
A. P. Giannini on a salary as Chairman of the Board of said Bank; and 

* * * * * * * 


‘* ‘Whereas, this Board of Directors fully recognizes the fact that the gigantic 
task of reconstruction undertaken by Mr. Giannini when he resumed control of 
the management of Bank of America N. T. & 8S. A. on February 15, 1932, has been 
accomplished through the genius and indomitable leadership of Mr. Gian- 
nini * * *’” [BX 3-H] 

(c) (1) When Transamerica, in 1937, became a minority stockholder in Bank 
of America through distribution to its own shareholders of 58 percent of its then 
stockholdings in that bank, the effective control of that bank by Transamerica 
was not interrupted. Many factors, some tangible and others of an intangible 
character, have contributed to and aided in the continuance of this control to the 
present time, and promise its continuance in the future. 

(2) In 1930, A. P. Giannini retired pursuant to a previously announced plan, 
and at his invitation Elisha Walker, an eastern banker, became chairman of 
the board of directors of Transamerica. The board of directors was reconstituted, 
and in 1931 it wrote down the book value of Transamerica’s assets by about one 
billion dollars, most of which was due to the reduction to nominal figures of the 
sums previously carried as good will and going-concern values. Transamerica’s 
board also announced new policies, which included eventual withdrawal of 
Transamerica from the control of banks, in which connection Transamerica’s 
board stated: 

‘k * * Your Board believes that it is unsound to link, through a holding 
company, the ownership and control of a deposit bank with other unrelated 
activities and that it is essential to the complete success of any bank that it should 
be operated and publiely regarded as an independent institution without respon- 
sibilitv for, or connection with, any other business. It was for this reason that 
vour Board determined upon the policy of confining the Corporation’s invest- 
ments in the banking field to minority interests not involving controlling influence. 
The eventual separation of its controlled banks from Transamerica, in accordance 
with this policy, will give such banks complete independence in their lending 
and investment policies which is the only sound foundation for a bank.’’ [BX 3—D] 

A. P. Giannini came out of retirement and, against the strenuous opposition of 
the new management of Transamerica, secured proxies more than sufficient to 
control Transamerica; whereupon the Walker management was ousted. A. P. 
Giannini again became chairman of the board of directors of Transamerica, 
with L. M. Giannini as a director and chairman of the executive committee, and 
with other directors and officers selected by A. P. Giannini. On February 24, 1932, 
soon after these events, the board of directors of Transamerica adopted the 
following resolution: ‘ 

“Resolved, That the Chairman of the Board or the President of this corporation 
be, and he hereby is, authorized to designate, where deemed advisable by either 
of them to do so, the particular person or persons who shall represent the interests 
of this corporation on the Board of Directors of any other corporation of which 
this corporation owns stock.’’ [TR 1734] 

The foregoing action was rescinded on August 23, 1940, and the following 
resolution was adopted by Transamerica’s board: 

‘Resolved, That the Chairman of the Board of Directors or the President of this 
corporation be, and each of them hereby is authorized to execute for and in the 
name and on behalf of this corporation, a proxy or power of attorney in any form 
satisfactory to him appointing such person or persons as he shall determine as 
attorneys and proxies to vote the shares of stock of other corporations now or 
hereafter registered in the name of this corporation, or which this corporation may 
now or hereafter be entitled to vote at any and all meetings of shareholders of 
said other corporations.’’ [TR 1735} 

(3) In addition to the delegations of authority by Transamerica to A. P. 
Giannini as chairman of Transamerica’s board of directors, and to the president 
of Transamerica, to designate the person or persons to represent the interests 
of Transamerica on boards of directors of corporations of which Transamerica 
held stock, and to name proxies to vote the stock held by Transamerica in other 
corporations, the bylaws of the Bank of America placed specific powers in the 
hands of A. P. Giannini. At all relevant times, A. P. Giannini, as chairman of 
the board of directors of Bank of America, and, later, as founder-chairman of the 
bank, had direct authority to formulate the policies by which the affairs and 
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operations of the Bank of America were controlled. Section 4 of the bank’s 
bylaws as amended on September 22, 1931, reads in part: 

Section 4. The Chairman of the Board.—The Chairman of the Board of 
Directors shall preside at all meetings of the Board and of the shareholders, 
and shall perform all other duties imposed upon him by the Board of Directors 
and these bylaws. The duties of the Chairman, in addition to the usual executive 
duties of such officer, shall also include responsibility for the policies upon which 
the bank’s operations and affairs will be conducted.”’” [BX 289] 

When the position of ‘‘founder-chairman”’ was created by the Bank of America 
for A. P. Giannini, section 4 of the bank’s bylaws was, on May 8, 1945, amended 
to read in part: 

“Section 4. The Founder-Chairman.—The Founder-Chairman shall be respon- 
sible for the formulation of the policies upon which the bank’s operations and 
affairs will be conducted and shall perform such other duties as may be imposed 
upon him by the Board of Directors and these Bylaws. * * *” [BX 289] 

(d) (1) When the stock of a company is widely distributed among a large 
number of small holders, it is common experience that a substantial though 
minority interest frequently exercises effective control. In the present instance, 
after reduction to 7.66 per cent of the stock of Bank of America, the holdings of 
Transamerica and its subsidiaries in that bank on January 31, 1951, were 1,838,850 
shares (later reduced in January 1952 to approximately. 5.6 per cent, or 1,345,883 
shares). On August 31, 1950 (the nearest date for which figures are available), 
the next largest holder, other than Bank of America employee trust funds, which 
had 450,891 shares, was a securities dealer who was the holder of record of 62,000 
shares. More than half of the 24,000,000 shares of stock of Bank of America 
was held in lots of less than 500 shares by 173,109 owners, and almost a quarter 
of the total issue was held by 6,727 owners in lots of more than 499 but less than 
2,000 shares. The record shows that in the years 1938 to 1950, inclusive, the 
shares voted by the management proxy committee (as distinguished from shares 
voted by other proxies, or in person) averaged approximately 99 percent of all 
the shares which were voted. For example, the figures for recent years show: 


| 
| 
| 
| 


Voted by 
Total shares | management| Voted by 
| voted proxy | all others 
| | committee 





6, 158, 796 6, 097, 080 | 61, 716 
6, 214, 715 | 6, 143, 564 | 71,151 
6, 183, 509 6, 115, 453 68, 056 
7, 108, 579 | 7, 031, 046 77, 533 





Transamerica holds a voting permit issued by this Board to vote the stock it 
holds in Bank of America. 

(2) Since 1939 the stock owned by Transamerica in Bank of America has been 
voted by the bank’s proxy committee. The formal designation of the members 
of this committee is by the board of directors of the bank. This proxy committee 
has consisted of three members (except in one year five members were named) 
who have always been persons close to A. P. Giannini. Two of the usual members 
of the committee have been Margaret Mallory, office manager of the A. P. 
Giannini Company, who has served on the proxy committee every year since 
1937, and George J. Giannini, brother of A. P. Giannini, who has served on the 
committee every year since 1941. The proxy committee has consistently voted 
for and elected as directors of Bank of America the directors already in office if 
they were available, and when a new member was added to replace a director no 
longer available, the proxy committee voted for whoever was selected by the 
bank’s board, usually at the recommendation of the chairman of the board of 
the bank, sometimes after consultation with directors and officers. This provides 
the bank’s management with an effective instrument for perpetuating itself in 
control. 

(e) Among the important intangible factors of control of Bank of America by 
Transamerica is the history of ‘(Giannini management” of Transamerica and its 
affiliates, the long-established relationships among the members of this group, 
the long and continuous service of most of the important officials in the group, 
the expectation and acceptance of policy direction, and the momentum of estab- 
lished policies and procedures. All of these tend to preserve and continue unity 
of policy on the part of the management hierarchy of both Transamerica and 
Bank of America. 


VAT O mn 
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(f) A result of the tangible and intangible factors entering into the control of 
Bank of America by Transamerica appears from an examination of the 1948 
board of directors of that bank. The bank’s 1948 board consisted of 25 members. 
Of this membership, 14 were members of the bank’s 1937 board selected by 
Transamerica when it owned more than 99 percent of the stock of Bank of 
America. These members were: 


(1) W. FE. Blauer (8) A. J. Gock 

(2) Leon Bocqueraz (9) J. E. Marble 
(3) G. E. Caglieri (10) H. A. Mazzera 
(4) J. Cereghino (11) Angelo Petri 
(5) John A. Corotto (12) A. E. Sbarboro 
(6) A. P. Giannini (13) C. J. Sullivan 
(7) L. M. Giannini (14) Z. Zentner 


Each of these 14 members of the 1948 board of directors of Bank of America 
served continuously in that capacity from 1937, except A. E. Sbarboro, who 
was relieved in 1938 and reelected in 1946. The remaining 11 members of the 
1948 board of the Bank of America were: 

(1) F. 8S. Baer, who was elected to the bank’s board in 1943 and serve ! con- 
tinuously through 1948. Baer came into the Transamerica group through 
Transamerica’s acquisition in 1942 of Pacific Finance Corporation of California, 
of which he was managing head. 

(2) Louis Ferrari, who became a member of the bank’s board in 1946 and 
served through 1948. He had previously been a director of the bank for the 
years 1929 through 1932, inclusive. He became a trust attorney for the Bank 
of Italy in 1919. From 1926 to 1944 he was vice president and general counsel 
of Bank of America. 

(3) F. A. Ferroggiaro, who became a member of the bank’s board in 1940 and 
served continuously through 1948. He had previously been a director of the 
bank in 1930 and 1931. He has been an employee of the Bank of Italy and its 
successor since its organization. 

(4) Marshal Hale, Jr., who became a member of the bank’s board in 1946 
and served continuously through 1948. He took the place of his father, who 
had served as a director of the bank from 1926 to 1945, inclusive, except for the 
vears 1934, 1935, and 1936. Marshal Hale, Jr., and his family have been closely 
associated with the Gianninis for many years. 

(5) C. N. Hawkins, who became a member of the bank’s board in 1925 and 
served continuously through 1948 except for the years 1934, 1935, 1936, and 1937. 
In 1916, his father sold two banks to the Bank of Italy and thereupon became a 
director of that bank, to which position C. N. Hawkins succeeded. He was a 
director of Stockholders Auxiliary Corporation in 1920. During the years 1934 
to 1937 he was a member of the advisory board of the Bank of America. 

(6) Erie A. Johnston, who became a member of the bank’s board in 1946 and 
served continuously through 1948. He became a director of the bank at the 
invitation of A. P. Giannini. 

(7) Alfred J. Lundberg, who became a member of the bank’s board in 1946 
and served continuously through 1948. He became a director of the bank at 
the invitation of L. M. Giannini. 

(8) W. W. Mein, who became a member of the bank’s board in 1938 and 
served continuously through 1948. He was a director of Occidental Life Insur- 
ance Company from 1939 through 1947. 

(9) Neil Petree, who became a member of the bank’s board in 1943 and 
served continuously through 1948. He became a director of the bank at the 
invitation of A. P. Giannini, and testified that in 1945: ‘‘Again Mr. A. P. Giannini 
suggested to me that he would like to know if I wanted to go on the Executive 
Committee [of the bank], and I did, and so was elected.’’ (TR 9834] 

(10) E. R. Thurber, who became a member of the bank’s board in 1932, at 
the time the Giannini management resumed control, and served continuously 
through 1948 except for the vears 1934 to 1938, inclusive. He was a director of 
California Lands, Inc., in 1939 and 1940, and a director of Capital Company 
from 1941 through 1947. 

(11) C. F. Wente, who became a member of the bank’s board in 1944 and served 
continuously through 1948. He has been continuously employed in Transamerica- 
group banks since 1918; as vice president in 1929, and executive vice president 
in 1930, of the Bank of Italy; as president and chairman of the board of the First 
National Bank in Reno (later called the First National Bank of Nevada) from 
shortly after Transamerica’s acquisition of that bank in 1934 until 1937; in 1934 
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and thereafter, as director of the First National Bank of Portland; in 1937, as 
president of the Central Bank, Oakland, California, a Transamerica bank; and 
in 1948, as senior vice president of Bank of America. Mr. Wente is now vice 
chairman of the executive committee of Bank of America, a member of its trust 
committee, and chairman of the branch premises committee. 

With very few exceptions, the members of the 1948 board of directors of the 
Bank of America were either long-time employees of, or had been closely associated 
with, the Transamerica group for many years. They were selected by the methods 
heretofore described and could neither have become nor have continued as 
directors of the Bank of America except with the approval and support of 
Transamerica. 

(g) Twelve of the directors of the Bank of America named in the preceding 
subparagraph have also been directors and/or officers of Transamerica or its 
subsidiaries (other than commercial banks) in various vears since 1937, as follows: 

(1) W. F. Blauer: Director, Bankamerica Agricultural Credit Corporation, 
1939, 1940, and 1941; director, Inter-America Corporation, 1939; director, Pacific 
National Fire Insurance Company, 1939 through 1947. 

(2) Leon Bocqueraz: Director, Capital Company, 1939 through 1947; director, 
Pacific National Fire Insurance Company, 1939 through 1947. 

(3) Joseph Cereghino: Director, General Metals Corporation, 1939 through 
1947, 

(4) A. P. Giannini: Chairman, board of directors, Transamerica Corporation, 
1932 until his death in 1949; director and chairman of the board, Corporation of 
America, 1933 through 1939; director, Occidental Life Insurance Company, 1936 
through 1947: chairman, board of directors, Transamerica General Corporation, 
1938 and 1939; director, Merchants Realty Corporation, 1938. 

(5) L. M. Giannini: Chairman, advisory council and chairman, executive com- 
mittee, 1935 through 1937, and chairman, executive committee, 1938 through 1948, 
Transamerica Corporation; chairman, board of directors, Bankamerica Agri- 
cultural Credit Corporation, 1928 through 1941; director, California Lands, Inc., 
1938 through 1940; director, Cayital Company, 1938 through 1947; director and 
vice president, 1939 and 1940, and director and president, 1941 through 1947, 
Corporation of America; director, Inter-America Corporation, 1939 through 1947; 
director and president, 1933 through 1943, and chairman of the board, 1944 
through 1947, Occidental Life Insurance Company; director, Pacific Fire Insurance 
Company, 1933 through 1947; director, America and Security Corporation, 1938; 
director, Merchants Realty Corporation, 1933 through 1947;. and director, 
Transamerica General Corporation, 1938 and 1939. 

(6) A. J. Gock: Vice president, Transamerica Corporation, 1932 through 1939. 

(7) Marshal Hale, Jr.: Director, Pacific National Fire Insurance Company, 
1945 through 1947. 

(8) C. N. Hawkins: Director, Bankamerica Agricultural Credit Corporation, 
1939 through 1941. 

(9) W. W. Mein: Director, Occidental Life Insurance Company, 1939 through 
1947. 

(10) A. E. Sbarboro: Director and vice president, Inter-America Corporation, 
1939 through 1947; director and vice president, Pacific National Fire Insurance 
Company, 1939 through 1947; director, Western Furniture Exchange (later called 
Western Merchandise Mart), 1939 through 1947. 

(11) E. R. Thurber: Director, California Lands, Inc., 1939 and 1940; director, 
Capital Company, 1941 through 1947. 

(12) C. F. Wente: Director and vice president, Bankamerica Agricultural 
Credit Corporation, 1939 through 1941; director and vice president, California 
Lands, Inc., 1939 and 1940; director, Capital Company, 1939 through 1942; and 
vice president, Corporation of America, 1939 through 1947. 

(h) (1) The interrelationships between Transamerica and Bank of America are 
significant in considering the matter of control of Bank of America by Trans- 
america subsequent to 1937. 

(2) Since 1937, Bank of America has performed or continued to perform a wide 
variety of services for Transamerica inconsistent with cessation of control of that 
bank by Transamerica after Transamerica became a minority stockholder of the 
Bank. One important type of service performed by various officers and employees 
of the Bank of America. has been assistance to Transamerica in acquiring other 
banks. G. M. MecClerkin, a vice president of Bank of America from 1932 until 
1946, devoted a major portion of his time and efforts during the period to seeking 
out opportunities for Transamerica to acquire controlling stock interests in banks, 
and in negotiating or assisting in negotiating such purchases. Since 1946, he has 
been a vice president of Transamerica, where he has continued his bank-purchasing 
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activities and also serves as @ liaison officer between ‘l'ransamerica and its con- 
trolled banks. During the time in 1941 when Transamerica was in process of 
acquiring the controlling stock interest in the First Trust and Savings Bank of 
Pasadena, Edmund Nelson and 8. C. Beise, each a vice president of Bank of 
America, and Louis Ferrari, the general counsel of that bank, actively participated 
in the various steps taken, and aided in carrying out and in supervising the carry- 
ing out of much of the work incident to such acquisition. 8. C. Beise also assisted 
Transamerica in a similar manner in 1944 in connection with the acquisition by 
Transamerica of the stock of the First National Bank in Santa Ana and the First 
Trust and Savings Bank of Santa Barbara. In 1942, F. 8S. Baer, then vice chair- 
man of the board of directors of the Bank of America, approached the president 
of the Citizens National Trust and Savings Association of Los Angeles on behalf 
of the acquisition by Transamerica of that bank. In 1945, C. F. Wente, then 
senior vice president of Bank of America, conducted the negotiations through 
which Transamerica acquired the Bank of Corning. These are merely specific 
instances of the continual activity which the record shows to have been engaged in 
by numerous Officers and employees of the Bank of America in aid of the purchases 
of banks by Transamerica. 

(3) Other types of services performed for Transamerica by Bank of America 
include the audit and examination of Transamerica-controlled banks by the 
inspection department of the Bank of America, reports of which inspections are 
supplied to Transamerica and to the banks examined. Similarly, the same depart- 
ment of the bank audits and examines Transamerica subsidiaries not engaged in 
banking. Other services performed for Transamerica by personnel of the Bank 
of America include tabulating, addressographing, and mailing services; the han- 
dling of stock transfers, mechanical maintenance, stationery supplies, rent collec- 
tions, burglar-alarm inspection, and, until 1950, telephone-switchboard service. 
All of these services are performed by the Bank at actual cost, and substantially 
all are performed only for Transamerica and its subsidiaries. 

(4) Officers and personnel of the Bank of America are freely moved to other 
banks controlled by Transamerica, and from such other banks to Bank of Amcrica. 
The record leads to the conclusion that Bank of America has served as 4 reservoir 
of trained personnel later placed in important positions in other banks controlled 
by Transamerica. An example of this appears in the case of C. F. Wente, whose 
many transfers among Transamerica-controlled banks are stated in subparagraph 
(f) (11) of this Paragraph Five. In connection with his transfer, at the request of 
A. P. Giannini, from the presidency of Central Bank, Oakland, to senior vice 
president of Bank of America, Mr. Wente testified he ‘“‘couldn’t do anything but 
salute the general, and say, ‘Yes, Sir, Mr. A. P., I will be here’.” F. N. Bel- 
grano, Jr., became a vice president of Bank of America in 1933; in 1939, he was 
made president of Pacific National Fire Insurance Company, a Transamerica 
subsidiary; in 1943, he was made president of Central Bank, Oakland, succeeding 
C.F. Wente. The vacaney as president of Pacific National Fire Insurance Com- 
pany caused by this transfer of F. N. Belgrano, Jr., was filled by moving into it 
A. E. Connick, a vice president of the Bank of America. In 1947, Belgrano was 
made president of The First National Bank of Portland, suceeeding E. B 
MacNaughton, who was made chairman of the board of The First National 
Bank of Portland. W. W. Hopper, who had been an employee of the Bank of 
America since 1922, became a vice president of Bank of America in 1937; he had 
also been president of California Joint Stock Land Bank and of Bankamerica 
Agricultural Credit Corporation, both Transamerica subsidiaries; when C. F. 
Wente was moved from the First National Bank of Nevada to the Central Bank, 
Oakland, Hopper was made president of the First National Bank of Nevada. 
A. H. Brouse, an employee of the Bank of America since 1920, became a vice 
president of Bank of America in 1928; he was in 1988 made exccutive vice presi- 
dent, and later president, of the National Bank of Washington, a Transamerica 
subsidiary. H. C. Gruwell, after service in the Bank of Amcrica, was in 1941 
made a vice president of Bank of America, where he remained until 1945, when he 
was made executive vice president, and in 1947 president, of the First National 
Bank of Arizona. Between 1927 and 1940, George J. Panario was assistant vice 
president and then vice president of the Bank of America; since 1935, he has been 
successively president and chairman of the board of dirctors of Capital Company ; 
since 1940, he has been successively secretary, director, and chairman of the board 
of directors of General Metals Corporation; since 1942, he has been chairman of 
the board of directors of Enterprise Engine & Foundry Company; and he is also 
a director of Occidental Corporation and of Western Merchandise Mart. 
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The foregoing are but a few instances illustrative of the large number of trans- 
fers of officials between Bank of America and Transamerica-controlled banks and 
companies which are shown by the record. 

(i) (1) A different type of interrelationship appears in unusual corporate 
transactions. 

(2) Subsequent to 1937, Pacific National Fire Insurance Company, a Trans- 
america subsidiary, and subsequent to July 31, 1941, Premier Insurance Company, 
a Transamerica subsidiary, wrote insurance on automobiles the purchase of which 
was financed by Bank of America. Inter-America Corporation, a Transamerica 
subsidiary, acted as broker in these transactions. The arrangement between 
Bank of America and each of the insurance companies has included a formula of 
adjustment with respect to the premiums paid for the insurance. Under this 
formula, if the actual losses incurred by the insurance company on such insurance, 
plus the insurance company’s cost of doing business, exceeded the premiums re- 
ceived by the insurance company, the difference would be paid to the insurance 
company by Bank of America. On the other hand, if the premiums received by 
the insurance company exceeded the insurance company’s losses and expenses, 
the difference would be paid to Bank of America by the insurance company. The 
net result of adjustments made pursuant to this formula has been payments by 
the bank to the Pacific National Fire Insurance Company for the period from 
June 1, 1939, to July 31, 1943, totaling $998,158.70, and payments by the bank 
to Premier Insurance Company for the period from August 1, 1941, to September 
30, 1946, totaling $1,109,40U0.17. Both of these insurance companies are stock 
companies, and their earnings, when declared as dividends, accrue to Trans- 
america. 

(3) Since 1937, Corporation of America, a Transamerica subsidiary, has acted 
as trustee (and in recent vears that has been its sole function) under deeds of 
trust in which Transamerica or its affiliated organizations are named as benefi- 
ciaries. This activity has largely been on behalf of Bank of America, and a num- 
ber of officers of that bank are also officers of Corporation of America. They, to- 
gether with officers of other Transamerica-controlled banks, were appointed to 
facilitate the execution and delivery of papers in connection with deeds of trust. 
The fees paid to Corporation of America by Bank of America are one-half of the 
total fees collected from the trustors, the other half being retained by Bank of 
America. 

(4) Before and after 1937, group insurance policies issued by Occidental Life 
Insurance Company, a Transamerica subsidiary, to Bank of America included not 
only employees of that bank but also emplovees of Transamerica and of other of 
Transamerica’s subsidiaries. 

(5) In offering to purchase the stock of the First Trust and Savings Bank of 
Pasadena, in November 1941, Transamerica agreed that if any officers or employ- 
ees of the First Trust and Savings Bank of Pasadena were released from their em- 
ployment in line with any management policy, Transamerica would endeavor to 
obtain suitable employment for such persons with the Bank of America. 

(6) As previously found, one of the principal functions of Capital Company, a 
Transamerica subsidiary, bas been to manage, operate, and sell real estate ac- 
quired by Bank of America through foreclosures. This company also Manages 
the premises occupied by the branches of Bank of America. It also entered into 
an arrangement with Bank of America for the purchase and improvement of real 
estate. At the request of the bank, which supplied appraisal and credit informa- 
tion, Capital Company made loans at competitive rates of interest to finance the 
acquisition and improvement of properties, and the bank paid to Capital Com- 
pany the difference between the interest actually received and what the interest 
would have amounted to if the rate had been 6 percent. Asa part of this arrange- 
ment, Capital Company required the borrowers to obtain from Bank of America 
financing for homes built upon the property, or in case of sale of lots, that the 
purchaser offer Bank of Amorica the first opportunity to make any building loans. 
Another arrangement was that Capital Company would participate in residential 
loans made by Bank of America by assuming any amount above the maximum 
the bank could lawfully lend. 

(j) Having fully considered the evidence respecting the manner of operation of 
Transamerica and its relationships and activities with and in connection with 
Bank of America, and with and in connection with Transamerica’s majority- 
owned banks and other companies, it is concluded, and therefore found, that 
Transamerica has had and now has the power to control and direct, and in fact 
has controlled and directed, and now does control and direct, the major policies 
and activities, as distinguished from the day-to-day details of operation, of Bank 
of America and of each of the other banks named above in subparagraph (b) of 
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Paragraph One. As to such other banks, Transamerica acquired and now holds 
a controlling stock interest in each of them, and has openly and freely exercised 
that control. It is further concluded, and therefore found, that Transamerica 
has not held and does not now hold its stock in any of the banks named in said 
subparagraph (6) solely for investment. 

PARAGRAPH Six: (a) Much evidence was introduced or proffered by respondent 
assigning reasons for bank acquisitions, explaining the circumstances under which 
made, and the goal being sought. This evidence is principally intended to show 
that the purpose was to accept opportunities to acquire banks as they were pre- 
sented in order to round out State-wide branch banking by extending the facili- 
ties and services of the system into areas where it was lacking, and to add to the 
lines and types of business not already adequately represented in the system; to 
acquire suitable banking premises not otherwise available; to acquire, at the re- 
quest of owners or supervisory authorities, banks in failing or frozen condition; 
and to indicate that there was no purchase of banks merely for the sake of in- 
creasing the size of the group or to reduce competition. 

(b) Elsewhere in these findings there are shown in detail the growth of the 
Transamerica group through 1948 (in which year this proceeding was com- 
menced, Transamerica’s further acquisitions during the pendency of this proceed- 
ing, and Transamerica’s unsuccessful attempt to convey the assets of 22 banks 
with 28 banking offices to Bank of America). With respect to extending services 
and facilities, there are at least eight counties in California having two or more 
banking offices in which all the banking offices are Transamerica controlled. 
There has been no abatement of attempts by Transmerica to purchase other 
banks during this period. The testimony of a large number of independent 
bankers shows that the general reputation of Transamerica (and also Bank of 
America) among bankers in the area involved is one of constantly seeking to 
acquire more banks. Typical examples of this appear in the following extracts 
from such testimony: 

“* * * That they [Transamerica and Bank of America] are very aggressive 
and very anxious to buy into small banks in our neighborhood.” [TR 3201.] 

* * * * * * * 


“The reputation among the bankers of Northern California unanimously is 
that they [Transamerica and Bank of America] are out to acquire any bank that 
they can get.”” [TR 3348.] 

+ 


* * * * * * 


“Well, they [Transamerica and Bank of America] have purchased already five 
banks in the county, and there are four left, and they have all been invited to 
come into the organization.’’ [TR 3152.] 

This line of testimony shows not only the great persistence of efforts to buy 
banks by or in behalf of Transamerica, but also makes it clear that Transamerica 
is not especially engaged in acquiring banks in bad condition. Illustrative of this 
is the testimony of the president of The Savings Bank of Mendocino County, 
which operates a commercial banking department, that the first efforts to pur- 
chase this bank were about 1923 to 1925 on behalf of the Bank of Italy, and con- 
tinued at intervals of about 60 days for two years; that in the early 1930's, before 
1933, Mr. McClerkin (then vice president of Bank of America) made two at- 
tempts to purchase; that in 1933, when the bank was in difficulties, he approached 
McClerkin in an effort to sell the bank, but was unable to get an offer; that about 
1936 McClerkin approached him to reopen negotiations for purchasing the bank; 
and that in 1941 the manager of the local branch of the Bank of America inquired 
about the possibility of buying the bank, saying that he did so at the direction 
of his superiors. 

(c) Respondent introduced testimony to the effect that in the past 25 or 30 
years some 17 banks with numerous branches were offered for sale, considered, 
and the offer rejected by respondent. Even assuming this to be the fact, it would 
not affect the conclusion from the whole record respecting bank purchases by re- 
spondent. However, the weight of the testimony concerning a number of the 
claimed offers and rejections make it clear that in some of the instances there was 
no offer, but, on the contrary, negotiations were had upon solicitation by or in 
behalf of respondent; in some instances negotiations broke down over the ques- 
tion of price; and in some instances no party to the negotiations was in a position 
to convey a controlling interest. 

(d) Interstate branch banking is unlawful, and Transamerica cannot direct] 
consolidate its controlled banks in the several States into a single bank. Al- 
though Bank of America is by its own statement “the world’s largest bank’”’ 
{RX 350], Transamerica has evidenced a desire to create an even larger bank by 
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interstate branch banking, if and when this is possible. The 1937 Annual Report 
of Transamerica contains the statement: 

“* * * and should Congress enact legislation permitting branch banking 
over State lines, Transamerica Corporation, with the cooperation and consent of 
the other stockholders of member banks in which it is substantially interested, 
will be in a position to take advantage of the broader scope which the new legisla- 
tion will offer and will be among the first to launch a branch banking system 
beyond State lines.’”” [BX 3-J.] 

Practical steps in the same direction may be inferred from the fact that the 
internal operations of Transamerica banks in Oregon and Nevada and those of 
Central Bank, Oakland, are conducted under a Manual of Operations copied or 
adapted from the Manual of Operations of Bank of America, producing a uni- 
formity of internal operations adapted not only to central management and control 
but also to unification into an interstate branch-banking operation should that 
become lawful. 

(e) The course followed by Transamerica requires the conclusion that so long 
as it is profitable and advantageous to the group to acquire more banks, this will 
be done to the extent possible. 

PARAGRAPH SEVEN: (a) A principal part of respondent’s defense has been 
devoted to offering or tendering evidence directed to showing the continued 
existence of effective competition; that competition from commercial banks 
located outside the five-State area, together with competition from nonbanking 
institutions within and without the five-State area, is such that respondent could 
not, even if it tried, bring about a substantial lessening of competition; and that 
no proper conclusion concerning the effect of respondent’s stock acquisitions can 
be reached without considering the character and extent of competition from 
these sources. These matters have been considered in the light of the fact that 
this proceeding challenges the lawfulness of respondent’s acquisition and use of 
stock in commercial banks within the five-State area and in the light of the char- 
acteristics and functions of commercial banks. 

(6) The banking structure of the country as it now exists requires and depends 
upon two functions which are performed by and are unique to commercial banks 
These are the money-payment and the money-creation functions. There is 
a third function—the extension of short-term business credit—in which commercial 
banks are dominant and for which, in the practical sense, there is no adequate 
existing alternative or substitute. In these areas there is no substantial competi- 
tion with commercial banks from any source. 

(c) The money-payment function rests upon the acceptance of demand deposits 
subject to being drawn upon by depositors through the issuance of checks. The 
conduct of all business depends upon the smooth operation of the elaborate 
mechanism by which money payments can be made between persons in the same 
or widely separated parts of the country through the check collection and clear- 
ance procedures of the commercial banking system, without persons having to 
make physical transfers of currency or coin in order to effect payment. More 
than 80 percent of all money payments throughout the country are mrade by 
check. Some four billion checks a vear are issued, representing a dollar volume 
of about one and one-half trillion dollars. Only commercial banks perform this 
monev-pavyment function and there is no existing adequate alternative or substi- 
tute for it. 

(d) The money-creation function of commercial banks rests on two principal 
factors. First, commercial bank demand deposit liabilities (deposits subject to 
check) are widely used and accepted as means of payment or money. Second, 
commercial banks do not keep a full cash reserve behind each dollar of their 
demand deposit liabilities, but operate instead on a fractional reserve basis. 
Commercial banks are thus in a position to add to their demand deposit liabilities 
in exchange for note or security assets if they have cash reserves in excess of 
what must be held against their deposits or if they can obtain additional reserves. 
When a commercial bank lends to a borrower, it typically sets up on its books a 
demand deposit liability (deposit subject to check) to his account. The borrower 
accepts the deposit as means of payment equivalent to cash. As the borrower 
writes checks against his new deposit, the funds are transferred and deposited 
elsewhere, usually in other banks. The cash reserves of the lending bank are 
drawn down, but the bank can readily meet such a drain as long as it has left the 
minimum fraction of cash reserves needed against its remaining deposits. The 
bank or banks receiving the deposits thus obtain more cash reserves than they 
need to hold against deposits, and in turn can increase their deposit liabilities by 
additional lending. In this country commercial banks are generally required 
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by law to hold reserves equal to specified percentages of their demand and time 
deposits, with low percentages typically applying to time deposits. For member 
banks of the Federal Reserve System, whose deposits represent 85 percent of all 
commercial bank deposits, these reserves must be kept as balances with the 
Federal Keserve banks. For banks which are not members of the Federal Reserve 
System, required reserves are generally kept in the form of vault cash or balances 
with correspondent banks. Balances in excess of the required amounts are 
excess reserves that may be used to support an expansion of commercial bank 
lending with a resultant increase in bank deposit liabilities. If 20 percent of 
demand deposits must be held in reserves, then banks as a group May expand 
their deposits by five times the amount of the excess reserves. MIlember banks 
as a group May increase their total reserve balances by borrowing from the 
Federal Reserve banks or by selling Government securities, which are purchased 
by the Federal Reserve banks. Nonmember banks as a group may increase their 
total reserve balances by borrowing from correspondent banks, which in turn 
may borrow from Federal Reserve banks or also may sell Government securities. 
An adequate, though perhaps somewhat oversimplified, illustration of the process 
of money creation through an increase in bank lending is: 
Bank A sells $1,000 in Government bonds to a Federal Reserve bank, 
resulting in increasing the reserve balance of Bank A by that amount. Bank 
A thereupon lends $1,000 to Jones by adding that amount to his demand 
deposit balance. Jones draws a check for $1,000 on Bank A, payable to 
Smith, who deposits the check in Bank B. Bank B sets aside $200 as the 
required reserve against this increase in its deposits and then lends the 
remaining $800 to Brown. Brown draws a check for $800 to Johnson, who 
deposits the check in Bank C. Bank C sets aside $160 as the reserve against 
this inerease in its deposits, lending the balance, or $640, to Green. This 
process is repeated by similar transactions within the commercial banking 
system until the excess reserves of $1,000 originally created by the sale by 
Bank A of the $1,000 Government bond to the Federal Reserve bank supports 
an expansion of newly created deposits totalling $5,000. It is in this way 
that the commercial banking svstem as a whole is able to use excess reserves 
to produce expansion of the demand deposits within the banking system as 
a whole at the ratio of five to one when the ratio of required reserve is 20 
percent of demand deposits. 

This money-creation function is unique to commercial banks and there is no 
existing alternative or substitute for it. 

(e) Siort-term business credit is credit required by small, medium, and even 
large business concerns for, or to supplement, their working capital. In this area 
commercial banks occupy a preeminent position. Exclusive of trade credit (which 
is an arrangement by which suppliers of goods and services grant the privilege of 
deferring pavment for such goods and services for periods of 30, 60, and 90 days), 
commercial banks supply more than 90 percent of all short-term business eredit. 
Because of the commercial banks’ intimate knowledge of the affairs of business 
concerns in the areas in which commercial banks operate, including that acquired 
in the course of extending the other services for which such banks are commonly 
relied upon, commercial banks are able to and do extend and service short-term 
business credit to the almost total exclusion of other lenders. Financial institu- 
tions without the same knowledge of local conditions, and without ready access to 
such knowledge, afford no practical alternative or substitute for the short-term 
business credit function of local commercial banks. 

(f) Because of the frequency of need for access to one or more of the services of 
commercial banks, such banks draw their business largely from areas within which 
customers may conveniently visit the banks as occasion may require. Thus, in 
this aspect of their customer relations, commercial banks are largely local, and for 
the usually needed customer services a distant bank cannot adequately serve a 
customer. Very large concerns with national credit standing have access to credit 
from banks in many parts of the country and may also maintain accounts in 
widely scattered banks. This docs not apply, however, to the great multitude of 
the customers of commercial banks. The smaller concerns, local business enter- 
prises, and ordinary citizens must depend upon their local commercial bank or 
banks for the financial services peculiar to such banks; for all these customers 
there is no alternative or substitute, because distantly located banks do not 
serve or supply their needs. 
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(g) In addition to the three distinctive services previously described, all com- 
mercial banks perform some or all of the following services: acceptance of savings 
deposits; the making of real estate, personal, agricultural, instalment, term, and 
other types of loans; the collection of drafts, biils, and other commercial instru- 
ments; the acceptance of bills of exchange; the issuance of letters of credit; the 
sale of travelers’ checks, cashiers’ checks, and drafts on correspondent banks; 
the purchase or sale of securities for customers; the sale of foreign exchange; the 
renting of safety deposit boxes; the extension of trust services, and others. Within 
the area of some of these additional services there is some competition from sources 
other than commercial banks. Such sources, other than the Government lending 
agencies, are principally life insurance companies, building and loan associations, 
production credit associations, savings and loan associations, credit unions, finance 
companies, personal !oan companies, and private individuals. All of these, 
however, depend upon the commercial banking system to carry on their own 
business, and most of them depend upon it for additional credit for their own 
operations. Such nonbank competition as exists in this limited area of services is 
immaterial here, for it does not compete with or afford an alternative or asubstitute 
for the major functions of commercial banks. 

PARAGRAPH ErcuT: (a) In order to consider the effect of the acquisition and 
use by Transamerica of the stock of banks, as heretofore found, it is necessary to 
relate the Transamerica-controlled banks and their operations to the entire com- 
mercial banking structure of the area involved. 

(b) (1) From its inception with the organization of the Bank of Italy by A. P. 
Giannini in 1904, the growth of the banking group, control of which was con- 
centrated in Transamerica upon its organization in 1928, proceeded steadily from 
one bank in 1904 to 26 banks and branches in California in 1920, representing 
2.90 percent of the total number of banking offices in California. The number 
of the group’s banking offices in California and the group’s percentage of the 
total number of banking offices in California increased by years as follows: 1921, 
31 offices, 3.383 percent of the total; 1922, 63 offices, 6.20 percent of the total; 
1923, 83 offices, 7.16 percent of the total; 1924, 106 offices, 8.70 percent of the 
total; 1925, 158 offices, 12.43 percent of the total; 1926, 185 offices, 14.30 percent 
of the total; 1927, 297 offices, 22.42 percent of the total; 1928, 352 offices, 26.27 
percent of the total. At this point control of the group was placed in Transamerica, 
and thereafter the expansion and extension of Transamerica in the commercial 
banking field has been as shown in the following table: 


Number of Transamerica-controlled banking offices anc the percentage such number is 
of the total number of banking offices, by years and by States 


{The columns headed ‘‘Trans.”” show the number of Transamerica-controlled banking offices, and the 
columns headed ‘‘Percent”’ show the percentage of all banking offices controlled by Transamerica] 
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i BBS 477 | 43.96 | 35 | 24.65 | S) O644 1.....-- ia 2 87 522 | 35.37 
Gee | 497 | 45.51 | 44 | 30.99 | 12 | 63.16 5 | 13.5 7! 3.10 565 | 37.27 
1008-0 ks 504 | 46.54 46 | 32.39 | 12 | 63.16 | 5 | 13.16 | 11 | 4.87 578 | 38.33 
ae | 505 | 46. 80 | 46 | 32.62 | 12 | 57.14 | 5 | 13.16 | 10| 4.44 578 | 38.43 
RRS | §09 | 47.39 46 | 32.86 | 12 | 57.14 | 5 | 13.16 } 10 | 4.46 582 | 38.88 
Te a | 511 | 47.76 47 | 33.33 13 | 59.09 5 | 13.16 | 10 4. 46 586 39. 20 
it Seay | 506 | 48.19 | 49 | 34.75 | 14 | 60,87 5 | 12,82 10 | 4.57 84 39.70 
pian ae | §08 | 48.85 | 48 | 34.29 14 60.87 5 | 12.82 10 | 4.55 585 40. 01 
19ig: et te 521 | 50.05 | 48 | 34.29 14 | 60.87 6 | 14.63 10 | 4.48 599 | 40.80 
1066 2 527 | 50.10 49 | 33.79 14 | 60.87 6 | 14.29 10 | 4.35 606 | 40.62 
EES | 538 | 50.33 | 51 | 34.93 14 | 58%, 33 6 | 13.33 10 | 4.22 619 | 40.70 
| RES Patt | 649 | 50.69 | 56 | 36. 84 | 15 | 60.00 7 | 13.73 10 4.08 637 40. 94 
3 ae 4.06 645 40. 95 


Sas enmie a 556 | 50. 86 | 57 | 36.07 | 15, 60.00 


20 10 








Figures are not available for 1949 for this table or for the tables showing loans and deposits, which hereafter 
appear in subparagraphs (c) and (d) of this Paragraph Eight. Such data are available for 1950, but do not 
differ substantially from the 1948 figures. 
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There was a dispute as to many of the above figures, arising primarily from 
problems relating to dual occupancies (two banking offices in one location). A 
recalculation which gave effect to the alternate contentions has been made of 
all the above figures, and no material changes resulted, though the general 
tendency was to increase slightly the Transamerica percentage of the total. 
For example, the number of Transamerica-controlled banking offices in the five- 
State area in 1948 is shown as 645, and the corresponding Transamerica percent- 
age of the total as 40.95 percent. The recalculation shows these figures as 641 
and 41.90 percent, respectively. A dispute also arose over the figures as to 
deposits and loans shown in succeeding subparagraphs (c) and (d) of this Para- 
graph Eight. Similar recalculations were made as to all these figures, with 
results similar to those stated above as to number of banking offices. In the 
case of deposits, shown in subparagraph (c) of this Paragraph Eight, the Trans- 
america percentage of all bank deposits for the five-State area for 1948 is shown 
as 38.85 percent, and the recalculation shows this percentage as 40.45 percent. 
In the case of loans, shown in subparagraph (d) of this Paragraph Eight, the 
Transamerica percentage of the total of all bank loans in the five-State area for 
1948 appears as 49.97 percent, and the recalculation shows this percentage as 
51.80 percent. Because the recalculations make no change in trend and little 
in details, because other figures have been determined upon a basis comparable 
to that used in the tables referred to above and it is desirable to use the same 
basis in all such figures, and because respondent is put to no disadvantage by 
failure to use the recalculations, the original figures are used throughout these 
findings. The foregoing table relating to banking offices presents only a sta- 
tistical record of the persistent and continuing expansion of Transamerica, 
showing the rate at which it increased its percentage of occupancy of the bank- 
ing field to 1948, at which time it had under its control about 41 percent of all 
the banking offices in the five-State area. Since 1948 Transamerica has increased 
its number of banking offices by 13 in California, 5 in Oregon, 1 in Nevada,-3 in 
Arizona, and 1 in Washington, making a total addition of 23 banking offices. 

(2) Transamerica expanded in California from 352 offices in 1928 to 556 
offices in 1948. During the same period the total number of banking offices in 
California decreased from 1,320 in 1928 to 1,093 in 1948. Thus, banking offices 
in California other than those controlled by Transamerica decreased from 968 
in 1928 to 537 in 1948. Making the same comparison for the five-State area, 
but beginning with 1937, the first year in which Transamerica expanded into 
the last of the five States, the increase in number of Transamerica-controlled 
banking offices in operation was from 565 to 645. During the same period the 
total number of banking offices in the area increased from 1,516 in 1937 to 1,575 
in 1948. The number of banking offices not controlled by Transamerica de- 
creased from 951 to 930. These changes occurred during a period when the 
population of the five-State area was increasing by 70 to 80 percent, and the 
income of the population, retail sales, and business generally increased by much 
larger percentages. 

(3) While the foregoing table shows the number of Transamerica-controlled 
banks and branches which were in operation during the years indicated, it does 
not reflect the many instances in which a bank or branch in the Transamerica 
group was merged or consolidated with another in the group, where a bank or 
branch acquired or established was discontinued, or where banks within the 
group in the first instance absorbed the business of various banks or branches 
acquired by Transamerica or its predecessors. Although the table shows the 
number of Transamerica-controlled banking offices in operation in 1948 in the 
five-State area as 645, the number of banks and branches acquired by Trans- 
america to June 30, 1948, was 679, and the number of branches established de 
novo was 233, or a total acquired or established of 912. The importance of the 
mergers, consolidations, and discontinuances more clearly appears from an 
examination of the facts respecting these matters in relation to smaller com- 
munities in the five-State area. The following table shows by States the num- 
ber of communities having, as of December 31, 1947, but one banking office 
and in which the Transamerica group, since 1904— 














one LB 
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Th ee Acquired | Acquired Acquired 
| ao eg | 2banking | 3 banking 4 banking 
4 operating | Officesand | offices and offices and 
State the only was operat- | was operat- | was operat- 
| banking | ing the only | ing the only | ing the only 
offine | banking | banking banking 
office ? | office 3 | office 4 
CHIR RCED W cicatien toncengncnueesacchdpomes | 131 18 | 9 | 2 
ES ae ee ee ee ee ee | 26 2 | 0 0 
Nevada. re CEA B DR aia aa 10 0 | 0 0 
Arizona... ......-- a deiccid Supine bwin Se 1 | 0 0 0 
CE SE eee See eee ey, See | 5 0 0 | 0 


Rieter e ‘ 


1 This column includes 52 banking offices established de novo, 39 in California, 6 in Oregon and 7 in 
Nevada. 
2 This column includes 4 dual occupancies in California. 
3 This column includes 6 dual occupancies. 
4 This column includes 3 dual occupancies, 2 of which were in one community. 


The following table shows by States the number of communities having, as of 
December 31, 1947, two banking offices and in which the Transamerica group, 
since 1904— 


Acauired | Acquired | Acquired | Acquired Acquired 
snd wee | 2banking | 3 banking | 4 banking | 5 banking 
State | operating | offices and officesand | officesand | offices and 


| : : | Was operat- | was operat- | was operat- | was operat- 
| 1 banking ing 1 bank- | ing 1 bank- | ing 1 bank- | ing 1 bank- 








1 - - . - . - 
office | ing office 2 ing office 3 ing office ¢ ing office 5 
on 
IRs 5 dearankerasanansnenn { “ bs 7 $ I 
NOs ettiicnvamevbacsedaosnal 15 1 0 0 0 
| As Ries Se eee 1 6} 0 0 0 
MEE STS Sighs Waluss nas woewennse 0 6] 0 0 0 
So Ee a eee | 0 0 0 0 


! This column includes 10 banking offices established de novo, 9 in California and 1 in Oregon. 

2 This column includes 10 dual occupancies in California. 

? This column includes 2 dual occupancies. 

4 This column includes 4 dual occupancies, 2 of which were in 1 community. 

5 This column includes 1 dual occupancy. 

6 In these communities the Transamerica group acquired 2 banking offices and on Dec. 31, 1947, was 
operating the 2 existing banking offices. 

7 In this community the Transamerica group acquired 3 banking offices and on Dec. 31, 1947, was operating 
the 2 existing banking offices. 


The following table shows by States the number of communities having, as of 
December 31, 1947, three banking offices and in which the Transamerica group, 
since 1904— 


Acquired Acquired 2 Acquired 3 Acquired 4 


iS ‘ae | Danking | banking | banking 
State | — 1 | Offices and offices and offices and 
‘ banking )was operating was operating) was operating 
| office 1 | 1 banking 1 banking | 1 banking 
office ? | office 3 office 
if 12 3 4 1 
EE eR oe ee 42 55 
| Seay sepia ES at nee 
TUNE, on cme cease Kdbeshndy Hcmwa'e deeb oan cael 1 0 0 0 
Coo... SR ea eee ay 0 0 0 0 
eS: es. -s; PIES. wageeelay tabi | 0 0 0 0 
, a ee era ee 0 0 0 0 
! This column includes 3 banking offices established de novo, 2 in California and 1 in Oregon. 
2? This column includes 2 dual occupancies. 
3 This column includes 5 dual occupancies. 


4In these communities the Transamerica group acquired 2 banking offices and on Dec. 31, 1947, was 
operating 2 offices. 

5In these communities the Transamerica group acquired 3 banking offices and on Dee. 31, 1947, was 
operating 2 offices. 

6 In this community the Transamerica group acquired 3 banking offices and on Dec. 31, 1947, was operat- 
ing the 3 existing offices. 


The following table shows by States the number of communities having, as of 
December 31, 1947, four banking offices and in which the Transamerica group, 
since 1904— 
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| | | 
Acquired 2 | Acquired 3 | Acquired 5 
| 


— bonking banking banking 
State operating 1 | offices and | offices and offices and 
heniciner was operating was operating was operating 
> = | 1 banking 1 banking | 3 banking 
office office ! office 2 


California 


Oregon 
Nevada___- 


Arizona sok 
Washington 





! This column includes 1 dual occupancy. 
? This column includes 2 dual occupancies in 1 community. 
3 In this community the Transamerica group acquired 2 banking offices and on Dec. 31, 1947, was operat- 
ing 2 offices. 

4In these communities the Transamerica group acquired 3 banking offices and on Dec. 31, 1947, was 
operating 2 offices. 

§ In this community the Transamerica group acquired 1 banking office and on Dec. 31, 1947, was operat- 
ing 2 offices. 

(c) Individual banks and branches vary greatly in size and volume of business. 

It is, therefore, desirable to relate the votal of demand and time deposits in Trans- 
america-controlled banks and branches to the total of demand and time deposits 
in all banks in the five-State area. This is another importent factor of merket 
occupancy. The following table shows the percentage of the tote] of all such bank 
deposits held by the Transamerica group banks, by vears, in each of the five States 
separately and also as a whole. 


Percentage of all bank deposits, both demand and time, held by Transamerica group 
banks, by States and years 


. wr whole 
California Oregon Nev: ' of area 
shown 


29 
40 
41 
58 40.7 
43 
14 if 
pt 44.1 





In 1928, the total of all demand and time deposits in all banks in California 
was $3,454.284,000, and this increased to $12,930,427,000 in 1948. The demand 
and time deposits in Transamerica-controlled banks in California increased by 
growth and acquisitions from $827,.992,000 in 1928 to $5,657,897,000 in 1948 
Thus, the increase in deposits in Transamerica-controlled banks amounted t 
$4,829,905,000 as compared with an increase as to all other banks of $4.646,238,090 
Making the same comparison for the five-State area, but beginning with 1937, the 
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year in which Transamerica extended its operations into the last of the five States, 
the total demand and time deposits of all banks in those States in 1937 amounted 
to $4,800,809,000, which increased to $16,837,446,000 in 1948. The increase in 
Transamerica-controlled banks and branches during this period, through growth 
and acquisitions, was $5,040,292,000 as compared with $6,996,345,000 in all other 
banks. 

(d) Another important factor in relating the market occupancy of Trans- 
america-controlled banks to all banks is the volume of bank loans. The following 
table shows this in percentage proportions: 


Percentage of all bank loans held by Transamerica group banks, by States and by 





| For whole 
| of area 
shown 


Nevada | Arizona Washing- 





p. 11 
5. 87 
. 84 | 
36 | 
. 64 | 
65 
43.16 is 
46. 78 79. 05 





In California the total loans of all banks increased $2,348,281,000 from 1928 to 
1948. In this State the loan total of Transamerica-controlled banks increased 
$2,128,083,000 in this period as compared with an increase in loan total by all 
other banks of $220,198,000. Using the five-State summary for the available 
years, the total of loans of all banks increased $3,826,313,000 from 1937 to 1948; 
the total of loans of Transamerica-controlled banks increased $2,271,971,000 in 
the same period, as compared with $1,554,342,000 for all other banks. 

(e) Another aspect of the bank deposit percentages set out in subparagraph (c) 
of this Paragraph Kight, appears through segregating demand deposits from all 
other deposits. The following table shows the proportion of the total of all 
demand deposits of all banks held by Transamerica group banks: 


Percentage of total demand deposits of all banks held by Transamerica group banks, 
g posits 0, held by grou} 
by States and by specified years 


nl 
| 


, For whole 
W — ; of area 
os shown 


| California | Oregon Nevada | Arizona 


1920 
1925 
1930 
1935 
1940 
1945 
1948 
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The total demand deposits in all California banks in 1930 was $1,442,135,009, 
and in 1948 the total was $7,270,681,000, an increase of $5,828,546,000. In the 
same period, the increase in this State for demand deposits in Transamerica- 
controlled banks was $2,670,805,000 as compared with $3,157,741,000 in all other 
banks. From 1940, the first year for which the figures are available for the five - 
State area, to 1948, the increase in such deposits for all banks was $7,217,121,000; 
the corresponding increase for Transamerica-controlled banks was $2,890,677 ,000 
as compared with $4,326,444,000 for all other banks. 

(f) A further index is available through a comparison of the number of per- 
sonnel emploved in all insured commercial banks in the five-State area and the 
number of personnel employed in Transamerica-controlled banks. Approxi- 
mately 99 percent of the commercial banks in the area are insured. The following 
table shows the number of officers and employees of all insured commercial banks 
and branches in the area as of December 31, 1949, and the Transamerica group 
proportion of the total, by States and in total. 


Total officers! Officers and employees of 
andem- | ‘Transamerica banks and 
ployees of | branches 
all insured 

commercial 
banks and 
branches 


7 , Percent 
Number total 


California : ai zel : 33, 553 15, 509 
Oregon ht 4, 226 2,154 
Nevada ak 510 399 
Arizona . , 7538 354 
Washington ; A : 5, 798 372 


Total, 5 States ; 45, 840 18, 788 


(g) The proportion of deposits held by Transamerica-controlled banks has 
been shown. It is desirable, therefore, to show the proportions in terms of num- 
ber of accounts. As of September 30, 1949, the total number of demand and time 
deposit accounts of individuals, partnerships, and corporations in insured com- 
mercial banks was 8,284,719 in California; 902,731 in Oregon; 102,585 in Nevada; 
293,700 in Arizona; and 1,297,864 in Washington, with a total in the five States of 
10,881,599. The following table shows the percentage of the total number of 
such accounts, divded into groups according to the size of the accounts and in 
total, held in Transamerica-controlled banks: 


Percent of demand and time deposit accounts of 


individuals, partnerships, and corporations Percent of 


es ee all such 
$5,000 $5,001 to $10,001 to More than accounts 
or less $10,000 $25,000 $25,000 


California $3. : 44.5 44.3 
Oregon 44.5 43.5 
Nevada. . 7 74 74.6 
Arizona a 21. : 21.2 
Washington 4 6 4.3 


Total, 5 States 46.6 40.5 40.1 
The Transamerica percentage of dollar volume of the deposit accounts shown 


by numbers above, divided into the same grouping by size of account, as of Septem- 
ber 30, 1949, was: 
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| | 
| Percentage of dollar volume of demand and time deposits 
| in-accounts of individuals, partnerships, and corporations Percent of 
——_—_—_—————|__ all such 
$5,000 or | $5,001to | $10,001to | Morethan | “‘eposits 


less $10,000 | $25,000 | 25,000 | 








44.9 | 43.8 35.2 | 43.3 
44.7 2. 43.0 
74. 4 | ; 83.3 





Tetel, 6 States...........-- 
(h) Segregating the demand deposit accounts from the totals of all deposit 
accounts shown in subparagraph (g) of this Paragraph Eight, the total number 
of demand deposit accounts of individuals, partnerships, and corporations in 
insured commercial banks as of September 30, 1949, was 3,119,046 in California; 
449,478 in Oregon; 51,082 in Nevada; 163,040 in Arizona; and 674,495 in Washing- 
ton; with a total in the five States of 4,457,141. The following table shows the 
percentage of the total number of such accounts, divided according to size of 
accounts, held in Transamerica-controlled banks: 





Percent of number of demand deposit accounts of 
individuals, partnerships, and corporations Percent of 
number of 
Nl all such 
$5,000 or | $5,001 to $10,001 to More than ‘such accounts 
less $10,000 $25,000 | $25,000 


0 

43.3 43.9 | 5. 4 44.8 
75.6 74. 3. 74.9 
7 y 20.9 


a ay a. 4 


oe oe bscval .9 | 44.0 41.5 37. 48. 5 
Arizona 


35. 33.8 41.0 


The Transamerica percentage of the dollar volume of the demand deposit 
accounts in all insured commercial banks shown by numbers above, divided into 
the same grouping by size of account, as of September 30, 1949, was: 


| Percentage of dollar volume of demand deposits in ac- 
| counts of individuals, partnerships, and corporations Percent of 





————_———————|_ all such 
$5,001 to $10,001 to | More than deposits 
$10,000 $25,000 $25,000 


| $5,000 or less 





SIR EE 47.6 3.8 41.1 | 33. 9 
Oregon __.-. Co died wade ode os 46. § ‘ 43.7 42.8 
Nevada ---- ee “ - a E 5. 84.8 
Arizona —oe sae Be 9.5 | 21. 22. 1 
Washington __.- er a 7.4 ; 1.8 





Total, 5 States TAN 40. § 37.3 35. / 31.0 


PARAGRAPH NINE: (a) The amended and supplemental complaint separately 
charges the acquisition by respondent of stock in the Citizens National Trust 
and Savings Bank of Los Angeles, California, in violation of section 7 of the 
Clayton Act. This bank is engaged in commercial banking, having in 1947 a 
total of 35 banking offices, all in Los Angeles, with aggregate deposits of $349,- 
147,000, and loans of $61,431,000. It is engaged in commerce, as ‘“‘commerce”’ is 
defined in the Clayton Act (38 Stat. 730; 15 U.S. C. § 12), in the manner set out 
in Paragraph Two hereof, and said paragraph is hereby adopted as to this bank as 
fully as if such bank had been named in subparagraph (b) of Paragraph One of 
these findings as to the facts. 

(b) For a long period of years Transamerica sought to secure control of Citizens 
National Trust and Savings Bank of Los Angeles and its branches. The first 
direct approach to this end was made in 1942, although apparently Transamerica 
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had been interested for several vears before that date. In October 1942, F. S. 
Baer, a vice president of Bank of America, inquired of the president of Citizens 
Bank if a sale of all or part of the stock of that bank to Transamerica could be 
worked out. This inquiry was reported to the executive committee of the Citizens 
Bank, which immediately rejected any consideration of such a proposal. Later 
in the same month, Mr. Baer renewed his inquiry, the matter was taken up with 
the board of directors of Citizens Bank, and Baer was informed that the directors 
did not wish to dispose of their stock holdings or to pursue the matter further. 
In May 1943, a representative of Nelson Douglass & Company, a securities dealer, 
informed the president of Citizens Bank that Transamerica intended to present 
an offer to the board of directors of Citizens Bank to exchange stock of National 
City Bank of New York for Citizens Bank stock. Later in that month an offer 
was addressed to the directors of Citizens Bank by Transamerica to acquire 
124,000 shares of Citizens Bank stock. There were then outstanding 250,000 
shares of such stock, 2,000 shares of which were already owned by a Transamerica 
subsidiary. The board of directors of Citizens Bank having declined the Trans- 
america offer, Nelson Douglass & Company began advertising the offer in Los 
Angeles newspapers, soliciting in that manner, and also by direct contact with 
stockholders, acceptance of the Transamerica offer. There was active resistance 
on the part of directors and officers of Citizens Bank, and many of its substantial 
stockholders, to the Transamerica effort to secure control. Against this opposition 
Transamerica failed to secure control, but did increase its stockholdings to 54,583 
shares at the end of 1943. Although this attempt failed, Transamerica has 
continued its efforts to buy stock in Citizens Bank, and through purchases made 
from time to time increased its holdings to 58,142 shares in April 1949. Of these 
shares, Transamerica itself on that date held 38,142; its subsidiary, Occidental 
Life Insurance Company, held 15,000 shares; and Occidental’s subsidiary, Premier 
Insurance Company, held 5,000 shares. In each vear since 1943 Transamerica, 
through cumulative voting of these shareholdings, has elected 5 of the 21 directors 
of the Citizens Bank. 

(c) The actions of Transamerica in seeking to purchase and purchasing 
controlling interests in other banks, the nature of the negotiations and offer made 
in this instanee, and the additional purchases of stock since 1943, indicate the 
purpose of Transamerica to acquire control of the Citizens National Trust and 
Savings Bank. It is, therefore, concluded that the acquisitions by Transamerica of 
stock of this bank are not solely for investment, but for the purpose of securing 
control of the bank in order that it may be added to Transamerica’s interstate 
group-banking structure. The banking offices, deposits, loans, and other data 
concerning Citizens National Trust and Savings Bank have not been included in 
findings showing the proportions of market occupancy by Transamerica. The 
facts found in this paragraph are, however, considered in the light of all other 
findings made. 

PaRAGRAPH TEN: (a) As previously stated, commercial banks enjoy a monopoly 
of the money-payment and money-creation functions, and dominate the market 
in short-term business credit. These facts, together with the fact that substan- 
tially all those who require the services afforded by commercial banks must rely 
upon such hanks in the local area to which they have ready access, place in the 
hands of such banks much power over the business affairs of the area which they 
serve. The local bank or banks in a community have the power to overexpand 
credit by lending too freely and too much, and, on the other hand, bave the power 
to so restrict credit as to hamper growth and development. To the extent that 
banking offices are controlled by one group, these powers—which include the power 
to discriminate among business enterprises and individuals—are in the hands of 
that group. 

bh) There is not the same freedom of entry into banking as into other types of 
business. Authorization must first be secured from regulatory agencies before 
new banks or branches may be established. Regulation concerning entry into 
banking is directed primarily to the protection and safety of depositors, and its 
exercise includes consideration of the effect of such establishment upon existing 
banks and the availability of business to support the new bank and permit its 
successful operation. An overbanked condition, which may result in bank fail- 
ures, is sought to be avoided. A bank may not lawfully buy the stock of another 
bank, but entry presents no problem to a holding company, such as Transamerica, 
other than its ability to buy a controlling stock interest in an established bank. 
The size and resources of a large banking group also enable it to enter a communitv 
before it is clearly apparent that a bank is warranted, and thus anticipate and 
block the organization of a local bank, which must depend upon the business 
available at such location for its continuance. In this way, bank locations in 
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promising areas may be preempted by a large group through a branch which does 
not have to be immediately profitable in order to continue. As the size and re- 
sources of a banking group increase, its power to suppress potential competition 
increases. Its size alone may discourage and prevent the establishment of inde- 
pendent banks in direct competition with it, cr serve as an inducement to existing 
small banks, likely to be, or already, in direct competition with it, to sell to the 
group at its solicitation. 

(c) There is testimony that Transamerica did not attempt to acquire any bank 
against the wishes of its owners: and there is testimony showing specific instances 
where this was not true. There is testimony by numerous individuals stating 
their satisfaction with the services afforded by Transamerica-controlled banks and 
their conclusions respecting the continuance of competition; and there is also 
evidence showing that as a result of acquisitions by the Transamerica group, in a 
large number of communities that had two or more banks, the only banking serv- 
ices now existing are Transamerica controlled. There is opinion testimony by 
economists as to what constitutes competition and monopoly; and much testimony 
was introduced and proffered by respondent to show that its expansion and meth- 
ods of expansion and operation have been benign in character and dominated by 
a wish to make superior services and facilities available to more people. All of 
these matters have been considered. They are largely immaterial. The con- 
trolling facts are that it is clear from the record that by the significant standards— 
number of commercial banking offices, volume of deposit liabilities, volume of 
loans, and number of deposit accounts—Transamerica-controlled banks have, in 
the five-State area, approximately 41 percent of all banking offices, 39 percent of 
all bank deposits, 50 percent of all bank loans, and 46 percent of all deposit ac- 
counts of individuals, partnerships, and corporations; that despite the tremendous 
growth of population and wealth in this area the expansion of Transamerica has 
been accompanied by a decrease in the number of banking offices independent of 
Transamerica, a substantially higher relative increase in deposits in Transamerica- 
controlled banks than in all other banks, and the absorption by Transamerica of 
practically all of the total increase in bank loans; that Transamerica has the pur- 
pose and the power to continue to expand its occupancy of the market in the five- 
State area; that its present position is held with a proportion of approximately 
8.13 percent of the capital funds of all banks in the area; that its acquisition and 
holding of the stocks of the banks named in subparagraph (b) of Paragraph One 
and of Citizens National Trust and Savings Bank of Los Angeles were not and 
are not solely for investment; and that the effect of its holding and use of such 
stocks may be to substantially lessen competition and restrain commerce in com- 
mercial banking in the States of California, Oregon, Nevada, Arizona, and Wash- 
ington, and tend to create a monopoly in such line of commerce in said area. 


CONCLUSION 


The acquisition, holding, and use by Transamerica, as aforesaid, of the stoc k 
of the banks named in subparagraph (b) of Paragraph One of the foregoing findings 
as to the facts, and of the stock of Citizens National Trust and Savings Bank of 
Los Angeles, named in Paragraph Nine of such findings, constitutes and is a 
continuing violation of section 7 of “An Act to supplement existing laws against 
unlawful restraints and monopolies, and for other purposes,’’ approved Oct ober 
15, 1914 (38 Stat. 731, 15 U.S. C. § 18). 

In considering the relief necessary and appropriate to put an end to the afore - 
said violations of law in a manner which will have a practical result consistent 
with the intent and purpose of said section 7, account has been taken of th e factual 
situation presented by the record. The stock of Bank of America was the first 
acquisition by Transamerica of importance in this proceeding; Bank of A merica 
was the hard core around which the Transamerica-controlled banking group was 
built, and it still is the center and principal support for the group. The long and 
close association of Bank of America in aiding in constructing the Transamerica 
group, the unity established over the years, the personal associations and rela- 
tionships among important officials in Transamerica and Bank of America, and 
similar intangible factors, provide sound reason to believe that even if Trans- 
america were required to divest itself of the stock it now holds in Bank of America, 
the existing relationship between Transamerica and Bank of America would 
continue. In these circumstances, to require Transamerica to divest itself of the 
stock it now holds in Bank of America, but allow it to hold the stock of other 
banks, would accomplish nothing. Divestiture by Transamcriza of the stock of 
other banks will place majority holdings of the stock of those banks into new and 
different hands so that prompt and full disassociation from Transamerica can be 
expected. These considerations have guided the framing of the Board’s order. 
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ORDER 


It Is ORDERED that respondent, Transamerica Corporation a corporation, cease 
and desist from violating the provisions of section 7 of ‘‘an Act to supplement 
existing laws against unlawful restraints and monopolies, and for other purposes”’ 
(38 Stat. 731, 15 U. S. C. § 18), in the manner set out in the findings as to the 
facts herein; and it is specifically ordered that said respondent divest itself fully 
and completely of all capital stock, whether directly or indirectly owned or con- 
trolled by it, of each of the following named banks: 


In California: 
Central Bank, Oakland, 
The First National Bank of Garden Grove, Garden Grove, 
Bank of Pinole, Crockett, 
Central Bank of Calaveras, San Andreas, 
The First National Bank of Fairfield, Fairfield, 
The Temple City National Bank, Temple City, 
The First National Bank of Weed, Weed, 
First Trust and Savings Bank of Pasadena, Pasadena, 
The First National Bank of Bellflower, Bellflower, 
First National Bank in Corcoran, Corcoran, 
The First National Bank of Los Altos, Los Altos, 
Bank of Newman, Newman, 
First National Bank in Santa Ana, Santa Ana, 
First National Trust and Savings Bank of Santa Barbara, Santa Barbara, 
Bank of Tehachapi, Tehachapi, 
The First National Bank of Crows Landing, Crows Landing, 
The First National Bank of San Jacinto, San Jacinto, 
Farmers & Merchants Bank of Watts, Los Angeles, 
Citizens Nationa! Trust and Savings Bank of Los Angeles, Los Angeles, 
The First National Bank of Mountain View, Mountain View, 
The First National Bank of Oakdale, Oakdale, 
First National Bank in Turlock, Turlock, 
Bank of Beaumont, Beaumont, 
First Nationa! Bank in Delano, Delano, 
American Commercial & Savings Bank, Moorpark, 
Stanislaus County Bank, Oakdale: 
In Oregon: 
The First National Bank of Portland, Portland, 
The First. National Bank of Forest Grove, Forest Grove, 
Coolidge & MeClaine, Silverton, 
Moreland-Sellwood Bank, Portland, 
Clatsop County Bank, Seaside, 
The First National Bank of Cottage Grove, Cottage Grove, 
The First National Bank of Prineville, Prineville, 
The Seio State Bank, Scio, 
Bank of Sweet Home, Sweet Home. 
The First National Bank of Eugene, Eugene, 
Benton County State Bank, Corvallis, 
Carlton State & Savings Bank, Carlton, 
Yamhill State Bank, Yamhill, 
Monroe State Bank, Monroe, 
The First National Bank of Lebanon, Lebanon, 
State Bank of Malheur County, Ontario; 
In Nevada: 
First National Bank of Nevada, Reno, 
Farmers’ Bank of Carson Valley (Inc.), Minden, 
Bank of Nevada, Las Vegas: 
In Arizona: First National Bank of Arizona, Phoenix; 
In Washington: National Bank of Washington, Tacoma; 


that said divestment be made in good faith, and that none of the capital stock of 
any of said banks be sold or transferred directly or indirectly to any presently 
existing or later organized or acquired subsidiary or affiliate of respondent, or 
to any director, officer, employee, agent, or nominee thereof, or to any person 
acting‘for or in behalf, or subject directly or indirectly to the control, of respondent 
or of any of its subsidiary or affiliated companies or of any director, officer, em- 
ployee, agent, or nominee thereof; that said divestment be made without using 
or attempting to use any of said capital stock in any manner in directly or in- 
directly acquiring or conveying to others any of the assets of any of said banks; 
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and that said divestment be made in such manner that each of said banks may 
continue to operate as a going concern wholly independent of respondent; that 
action to bring about said divestment be initiated by respondent within 90 days 
after service of this order upon it, and that said divestment be completed within 
two years and 90 days after said service of this order. 

If IS FURTHER ORDERED that within 90 days after the service of this order 
upon it, respondent file with this Board a report in writing showing in detail the 
action which it has then taken, and which it intends to take, in compliance with 
this order; that within one year after the expiration of said 90 days respondent 
file with this Board a report in writing showing in detail the action which it has 
then taken, and which it intends to take, in compliance with this order; and that 
within two years and 90 days after said service of this order respondent file with 
this Board a report in writing showing in detail the manner and form in which 
it has completed compliance with this order. 

This 27th day of March 1952. 

By the Board. 


[SEAL] (Signed) 8S. R. CARPENTER, 
Secretary. 

Governor Vardaman dissents. He would dismiss the complaint for the 
that, in his opinion, the record fails to warrant or sustain the Board’s finding 
that Transamerica’s acquisition, holding and use of the stock of the banks named 
in the Board’s divestment order ‘‘may be to substantially lessen competition and 
restrain commerce in commercial banking in the States of California, Oregon, 
Nevada, Arizona, and Washington, and tend to create a monopoly in such line 
of commerce in said area.”” Governor Vardaman is also of the opinion that the 
hearing officer arbitrarily and unfairly discriminated against Transamerica in 
his conduct of the proceeding and erroneously excluded a substantial quantity 
of relevant and material evidence offered by Transamerica in defense of the 
Board’s charges. In the circumstances, it is Governor Vardaman’s opinion that, 
in the absence of a dismissal of the complaint, the matter should be remande d 
to the hearing officer for the taking of further testimony on behalf of Transamerica 
in line with Transamerica’s several exceptions, dated and filed September 13, 
1951, to the hearing officer’s rulings on evidence. 

Governor Powell dissents for reasons to be set forth in a statement hereafter 
to be filed and made a part of the record. 

Governors Mills and Robertson took no part in the Board’s consideration or 
decision of this matter. 


reason 


UNITED STATES OF AMERICA BEFORE THE BOARD OF GOVERNORS 
OF THE FEDERAL RESERVE SYSTEM 


IN THE MATTER OF TRANSAMERICA CORPORATION 
DISSENTING STATEMENT OF GOVERNOR OLIVER S. POWELL 


I am reluctant to disagree with my esteemed colleagues, some of whom have 
had long experience with the respondent in this case. But to bring out principles 
which in my judgment need to be clearly determined for the future guidance of 
the Board of Governors and of bank holding companies, I submit 
views which have led to a dissenting vote. 

It is my judgment that the case was tried on too narrow a basis. ‘The 
Solicitor’s argument boils down largely to the fact that the respondent has 40 
percent of the banking offices and 39 percent of the deposits in five States, that 
this is too large a percentage to be controlled by one party and that the respondent 
has intentions of further expansion. On page 22 of the Brief of Counsel for the 
Board there appears the following language: 

‘“* * * In presenting the Board’s case we have consistently adhered to 
the view that the determination of this issue is largely governed by statistics, 
that is, by showing how many commerc ial banking offices and how much of the 


commercial bank deposits and credit in the five-State area are now controlled 


by “Transamerica. Our contention has been and is that these statistics, coupled 
with the facts that the greater part of the Transamerica bank expansion over the 
years has been accomplished by buying up independent banks and branches, that 
such acquisitions have been going on without interruption for over forty-five 
years, and that unless restrained they will continue to occur in the future 


below my 


, Sup- 
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port all inferences necessary to demonstrate as a matter of ‘reasonable prob 
ability’ that the Transamerica acquisitions will have the ‘effect’ prohibited by 
section 7.’’ [Underscoring mine.] 

Principal reliance, as I understand, is based on the Standard Oil case, 337 
U. S. 293 (1949), a five-to-four decision involving not section 7 but section 3 of 
the Clayton Act. This decision is said by the Board’s Solicitor to require the 
Board to hold that any stock acquisition resulting in control of a ‘‘quantitatively 
substantial’? amount of business may have the effect of substantially lessening 
competition, restraining commerce and tending to monopoly, and is therefore in 
violation of section 7. I am unable to agree with this. Although contending 
in his brief that the Standard Oil case governs the case at bar, the Board’s Solicitor 
admitted on oral argument that: 

‘“* * * there is not one single case under the Clayton Act that has ever 
decided at what point percentage-wise a concern can be found maybe to move in 
the direction of monopoly. There have only been a few cases under the Ciayton 
Act, as I am going to develop in just a moment but for the time being it is suffi- 
cient to say there has never been a case where an accumulation of repetitive 
acquisitions has been before the courts for determination under this section of 
the law, and so in a sense this is @ new case under section 7. There has never 
been anything like it.””. [Underscoring mine.| 

In the Columbia Steel case, 334 U. S. 495, 528 (1948)—a Sherman Act case 
but nevertheless relevant in my judgment—the Court thus stated the type of 
evidence which it should consider in a case dealing with restraint of trade: 

“In determining what constitutes unreasonable restraint, we do not think the 
dollar volume is in itself of compelling significance; we took rather to the per- 
centage of business controlled, the strength of the remaining competition, whether 
the action springs from business requirements or purpose to monopolize, the 
probable development of the industry, consumer demands, and other character- 
istics of the market. We do not undertake to prescribe any set of percentage 
figures by which to measure the reasonableness of a corporation’s enlargement 
of its activities by the purchase of the assets of a competitor. The relative effect 
of percentage command of a market varies with the setting in which that factor 
is placed.” 

II. The Board of Governors of the Federal Reserve System is unlike a court 
in that the Board is supposed to be an expert in banking and can weigh special 
factors in banking cases over and above reliance on court decisions based on 
nonbanking business. 

III. In my judgment the Board did not have a clear objective in bringing this 
proceeding against the Transamerica Corporation. Such an objective is needed 
because this decision will have an important bearing on equitable treatment of 
other bank holding companies. In the evidence and arguments to support the 
claim that competition has been restrained and a tendency to monopoly has been 
created, all of the following questions have been mentioned but not placed in 
clear focus: 

(1) Is there a threat to the dual system of banking? 

No such threat has been proven. Holding companies can operate either State 
or National banks, and they do so in many instances. 

(2) Is it monopolistic to cross State lines in the ownership of banks? 

The Board of Governors has itself acquiesced in this practice in the cases of 
several holding companies by granting them permits to vote bank stock owned 
by them. 

(3) Is there a threat to independent banking? 

While this is a major point, it is hardly touched on in the Solicitor’s brief or in 
the evidence. Furthermore, under the Board’s order, Transamerica is permitted 
to retain ownership of the great branch banking organization, Bank of America 
National Trust and Savings Association. 

(4) Is competition lessened? 

The record makes it clear, and the Board’s Solicitor has never denied that keen 
competition is present in the five States in which Bank of America affiliates 
operate. 

(5) Is there a tendency to monopoly? 

The Board's position, it seems to me, fails to recognize that a certain amount 
of monopoly is inherent in banking. Overbanking has been a curse in past years 
and the supervisory authorities protect a banking monopoly in hundreds of 
communities. In this way, banking differs from gasoline stations, which were 
involved in the Standard Oil case, upon which the Board relies as a major legal 
basis for its decision. 








CONTROL AND REGULATION OF BANK HOLDING COMPANIES 75 


(6) Is 40 percent of the banking offices and deposits in a five-State area the 
critical point beyond which a tendency to monopoly is clearly evident? 

This is a specious argument which oversimplifies the problem. If Transamerica 
had happened to control an affiliated bank in the State of New York, the addition 
of New York State to the number of banking offices and the amount of deposits 
against which Transamerica holdings were measured would have brought the level 
well below 40 percent. As a matter of fact, the percentage of banking offices and 
bank deposits controlled by Transamerica in the five States varies widely. For 
example, at page 20 of the Board’s findings, there appear the following figures: 


Percentage of all bank deposits held by Transamerica group banks by States in 1948 


ENS eg En cs re otal ok SS chs 4 
Oregon 


Arizona 
Washington 


Five States 


It is obvious from the above figures that the 38.85 percent of bank de peelte in 
the five States held by Transamerica group banks lacks significance. The statis- 
tical picture would have been more adverse to Transamerica if it did not control 
banks in the State of Washington where its 4.81 percentage holdings drag down 
the five-State average. The statistical picture would have been still more damag- 
ing if Transamerica operated banks in the State of Nevada only where its holdings 
are 78.46 percent of total deposits. 

Going one step further, banking, as the Board expressly finds, is essentially a 
local business; the monopoly by Transamerica banks and branches ranges from 
100 percent in some towns to zero in other regions. 

(7) Is this proceeding a means of stopping practices on the part of Transamerica 
and its affiliates which seem not to be in the public interest? 

The Board’s findings list such things as: 

(a) Options held by Transamerica to repurchase the qualifying shares in the 
ease of 249 directorships. 

(b) Speciai inducements to obtain controlling interests in a bank through higher 
payments to officers of the desired bank or to shareholders representing control 
of such bank. 

(c) Channeling of Bank of America earnings to Transamerica Corporation 
through service corporations rather than in the normal course of dividend pay- 
ments on stock holdings, which have been reduced to a nominal amount. 

If these practices are unlawful, it would seem that they should be corrected or 
controlled through ordinary legal processes. 

IV. In the findings of the Board, I get no clear picture to support its order 
against Transamerica Corporation. Here is my evaluation of the paragraphs in 
findings as to the facts: 

Paragraph 1: Basic facts. 

Paragraph 2: Transamerica-owned banks are commercial banks and engaged 
in interstate commerce. I agree. 

Paragraph 3: History of the growth of the Giannini organization up to the 
formation of Transamerica. 

Paragraph 4: The growth of the Transamerica bank holdings in five States. 

Paragraph 5: Convincing evidence of the close relationship between Trans- 
america and Bank of America. 

Paragraph 6: Facts as to acquisition of individual banks. Here much prof- 
fered evidence was rejected. 

Paragraph 7: Principally an argument that evidence as to competition from 
nonbank sources should be excluded from the hearing. I would agree. 

Paragraph 8: Statistics as to the growing importance of Transamerica in five 
States. This is not convincing without analysis of what has happened to the 
principal competition. I would also suggest a variety of other information as 
pertinent to determining the existence of undesirable trends, such as: (a) Dis- 
tances to the nearest independent banking office in towns served only by Bank of 
America; (b) was the public poorly served measured by interest rates on loans, 
interest rates on savings, variety of services offered, the trend of loans to small 
business, the trend of loans to home owners, underwriting of municipal securities, 
ete. 

The Board finds that 38.85 percent of all deposits and 49.97 percent of the loans 
in the five States are owned by Transamerica banks. This might well indicate 
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merely better service to the public by Transamerica banks. As it stands, it is 
purely a statistical compilation without validity. 

On pages 21-22 of the Board’s findings the tables on deposit accounts by size 
seem to show that the small depositor likes the Transamerica bank, especially in 
California. 

Paragraph 9: This is the Citizens National Trust and Savings Bank of Los 
Angeles episode. ‘Transamerica’s action here might have been high-handed but 
it was probably not illegal. It is evident from the record that control of this bank 
is strongly held by interests very much opposed to Transamerica. There is no 
evidence to warrant a finding or conclusion that Transamcrica’s minority interest 
is such that it may lessen competition, restrain commerce or tend to monopoly. 

Paragraph 10: Subparagraphs (a) and (6) are generalities largely unsupported 
by proof. As to the establishment of new banking offices, this procedure is sub- 
ject to consent of the proper bank supervisor and thus competition to that extent 
is already under public control. Subparagraph (c) is a mixture of statements, 
some of doubtful validity. For example, it is not necessarily bad to have a large 
number of communities where “the only banking services now existing are Trans- 
america-controlled.”” I doubt the validity of the inference involved in the refer- 
ence to ‘‘the absorption by Transamerica of practically all of the total increase in 
bank loans.’’ One is led to assume from this that the competing banks have not 
been making loans. Even if that were true, is it a sound reason for a divestment 
order? 

V. I have previously referred to the statement of the Board’s Solicitor that 
“this is a new case under section 7. There has never been anything like it.” 
This being true, the respondent should have been given full opportunity to present 
its evidence. In the narrow view taken by the Board’s Solicitor as to the legal 
foundation of the case—namely, the so-called quantitative substantiality theory 
said to have been established by the Standard Oil case—much evidence offered 
by the respondent was not allowed to be entered. In my judgment the following 
types of evidence which the respondent requested permission to enter should have 
been received: 

‘‘“* * * evidence offered by respondent which would establish the geo- 
graphical area in which banks involved in this proceeding compete with respect 
to the various services they offer.”’ 

‘“* * * evidence offered by respondent which would prove the nature and 
effect of other factors, which are more important than acquisitions, upon the 
growth, development and competition of banks, including particularly those 
banks involved in this proceeding, and which would establish that the nature 
and amount of services provided by banks are continually changing and that 
they change in accordance with (a) the nature and amount of bank and nonbank 
competition; (6) management policies; and (c) the aggressiveness with which 
particular services are offered either by banks or by their nonbank competitors.” 
(However, as indicated above I would not favor admission of evidence as to 
‘‘nonbank competition.’’) 

“* * * evidence offered by respondent which would prove that Bank of 
America and the Transamerica majority-owned banks grew as a result of pro- 
viding a greater variety of services to a greater number of people, and by constant 
effort to render services which were better in quality and cheaper in cost than 
those offered by competitors.”’ 

‘“* * * evidence offered by respondent which would prove that the intent 
and effect of the transactions by which Bank of America and the Transamerica 
majority-owned banks have extended their facilities have been to give more and 
better service to more people over a wider area.”’ 

“* * * evidence offered by respondent which would prove that there has 
been and is no tendency to create a monopoly or lessening of competition in the 
banking business in the five States or elsewhere.” 

In effect, by excluding the above testimony this proceeding has denied to the 
respondent the principal means at its disposal to defend or justify its actions. 

VI. In summary, it is my judgment that regardless of the ultimate decision 
as to the respondent’s violation of section 7 of the Clayton Act, the Board of 
Governors has not clearly defined its complaint against respondent, the order 
does not in all respects square with the facts, and the respondent has not had 
its day in court. 

(Signed) Ovtver S. Powe .t. 

ApriL 1, 1952. 
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SUPPLEMENT TO CONCENTRATION OF BANKING IN THE UNITED STATES’ 


INTRODUCTION 


The purpose of this report is to bring up to date sonte of the data contained 
in a previous report submitted August 13, 1952. References to tables and page 
numbers are to the report printed by the United States Government Printing 
Office for the use of the Select Committee on Small Business, identified as Com- 
mittee Print No. 7 under the date of September 10, 1952. 


PRINCIPAL OBSERVATIONS 


The purpose of this report is to bring up to date some of the data contained 
have continued during the past 3 years. The number of branches has continued 
to increase and the number of banks has continued to decrease. Through 
mergers there is a continued tendency toward further concentration of banking 
in certain areas, particularly in large cities and their immediate trade areas. 
Practically all banks have continued to increase in size but the relative volume 
of banking business controlled by the 100 largest commercial banks in the country 
has not changed greatly in recent years. 

CHANGES IN THE BANKING STRUCTURE 
Number of banking offices 

Banks.—The number of banks has continued to decline slowly from 14,618 
at the end of 1951 to 145,364 at the end of 1954. New banks continue to be 
organized but the annual average rate during the past 3 years has been only 69 
as compared with 80 during the 10-year period 1942-51. These new banks have 
been more than offset by mergers and absorptions, as a result of which many 
banks have been converted into branches. 

The following table, which brings up to date the one appearing on page 4 of 
the printed report. shows that consolidations and absorptions have occurred at 
a somewhat higher rate during the past 3 years than during the previous decade. 


eal, | 1934-35 | 1936-41 | 1942-51 | 1952-54! 


Number of banks, beginning of period_______...__._- 15, 029 15, 029 15, 869 14, 825 14, 618 
New banks organized SS ee : : : 1, 907 612 291 797 207 
Reopenings of suspended and nonlicensed banks_.-. if 839 26 1 3 
Mergers and absorptions : —391 —756 —841 — 423 
5 ppl a mae ae : —9l — 230 —23 —10 
Voluntary liquidations. -_- —195 —337 — 264 —2¢ 
Other changes 2 SBR in es, Sis 66 — 38 123 —2 


Number of banks, end of period_ - 15, 869 14, 825 14, 618 14, 364 


1 1954 figures preliminary. 
2 Includes a net addition of 115 banks due to revision of the statistical series in 1947. 


Branches.—The increase in the number of branches has continued at a faster 
rate during the past 3 years. Since 1951 the number of branches of commercial 
banks has grown from 4,994 to 6,103, and of all banks from 5,224 to 6,411. During 
the same 3 years about 70 percent of all branches established provided de novo 
banking facilities and the remainder were established by conversion of banks 
into branches. About three-fifths of the branches established provided banking 
facilities outside the head office city of the parent bank; this is a somewhat 
lower proportion than during the period covered by the earlier report. 

Banking offices (banks plus branches).—The following table, similar to that 
appearing on page 5 of the printed report, shows the current status of the States 
that had the most commercial banking offices in 194 and 1920: 


1 January 1955 supplement to a special report prepared by the Division of Bank Opera 
tions, Board of Governors of the Federal Reserve System, dated August 13, 1952. 
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Per- 
State ! 1920 | centage State ! | 1920 
| change 


Per- 
centage 
change 


New York- woke 3 | 1,144 +44 || Wisconsin ‘ bcs 708 979 
California___. 902 +43 || Minnesota_-_. ae 686 | 1, 508 
Pennsylvania i | 1,573 —21 |} Kansas___- . 605 | 1,349 
Ohio__. 1, 248 —22 || Missouri__- : 601 | 1,652 
Texas 1, 548 —39 || Nebraska... -- ee 420 | 1,199 
Illinois 91: 1, 498 —39 || 35 other States_ 8, 506 | 13, 189 
Iowa 1, 704 —5l os -- — 
Michigan 766 874 —12 |) United States 20,138 30, 367 


! These States are arranged in the order of the first 10 States in 1954, plus the 3 States that were among 
the first 10 in 1920 but not in 1954. 
2 1954 figures preliminary. 


It indicates very little change in the general picture from the table presented 
in the previous report. 


Vergers, consolidations, and absorptions 


These combinations have continued the tendency toward concentration of 
banking through a reduction in the number of independent managements. The 
text, with reference to the table on page 6 of the printed report, stated that 
mergers, consolidations, and absorptions had been much less numerous than in 
the late 1920's and the depression years. This is still true but the rate of merger 
movement has increased in the past 3 years. 


‘ on Annual 
Period Total averase 


1924-33 | ; 526 
1934-37 190 
1938-51 > 8? 
1952-54 2 14/ 
' Commercial banks only. 
? 1954 figures preliminary. 


The table that appeared on page 7 of the printed report showed that the 91 
banks absorbed by 47 banks of $100 million or more of total assets during the 
period from January 1, 1950, through June 30, 1952, had generally been the smaller 
institutions. This is still true. but the following table, which includes similar 
data for the ensuing 24% years when 183 banks were absorbed by 73 banks of 
$100 million or more of total assets, shows that many large institutions are still 
being absorbed : 


{In millions of dollars] 


Number of banks absorbed, 


merged, or consolidated 
Asset size of banks which were absorbed by, or were merged or consolidated 


with, large institutions 

Jan. 1, 1950, to July 1, 1952, to 
June 30, 1952 | Dec. 31, 1954 

Under 2 

2to 5 

5 to 10 

10 to 25 

25 to 

SO to 100 

Over 100 


Total 


CHANGES IN TILE PROPORTION OF TOTAL DEPOSITS HELD BY LARGEST BANKS 


The 100 largest banks in the country 


The American Banker and bankers’ directories continue to list the largest 
banks, ranked according to size, following each midyear and end-of-year call 
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date. The chart printed on page 9 of the previous report has not been repro- 
duced, but the following table, continuing the data in table 2 on page 16 of the 
printed report, shows that the proportions of total deposits held by the 100 
largest commercial banks to the deposits of all commercial banks remains near 
the 46 percent level. 


SUPPLEMENT TO TABLE 2 
Deposits held by the 100 largest commercial banks 
[Deposits in millions of dollars] 
Ratio of 


largest banks 
to total 


100 largest All commer- 
banks cial banks 


December 1952 
December 1953 
June 1954 


172, 931 46.1 
176, 702 45.4 
174, 068 45.9 


The list of 100 largest banks is not a constant one and the list as well as the 
size of individual banks in the list is affected from time to time by mergers. 
The banks included in the list of the 100 largest in 1939, which had subse- 
quently been involved in mergers or consolidations of other banks also included 
in the list at that time, were printed on page 10 of the previous report. Since 
1951 the only banks included in the list of the 100 largest in 1939 and 1951 which 
have merged with other banks on the same lists are Chemical Bank & Trust 
Co. and Corn Exchange Bank Trust (o., both of New York City. They ranked 
llth and 23d on the 1939 list, with deposits of $737 and $3328 million, respec- 
tively: after their merger in October 1954, Chemical Corn Exchange Bank 
ranked 6th at the end of 1954 with deposits of $2,624 million. Additional merg- 
ers of large banks are being reported in the press from time to time. 

Tnereases in deposits 


As brought out in the table printed in the middle of page 12 of the previous 
report, the 100 largest banks were not increasing in size at as fast a rate as the 
smaller banks. The following summary table shows that the largest banks still 
lag but the changes have been relatively small in the past 3 years: 


Deposits (in millions Percentage increase 


1939 1951 1954 ! 1939-51 1951-54 


100 largest banks 32, 194 76, 565 79, 953 138 
Other commercial banks 25, 524 88, 275 94,115 246 


All commercial banks 57, 718 164, 840 174, 068 186 


! 1954 figures are at midyear. 


BANKING AS SMALL BUSINESS 


Banking continues to be a mixture of big and small business. The following 
table, which brings up to date the data previously printed on page 13, shows 
that over 4,850 banks or 36 percent of the total had deposits of less than $2 
million and the aggregate of their assets was only 3 percent of total assets. At 
the other extreme, 413 banks, or 3 percent of the total, had deposits of over $50 
million and they held 68 percent of total assets. 

Incidentally, it has been noted that the table printed on page 13 had an error 
in the last column; the percent of total assets held by banks in the 5 to 10 
million dollar group should have been 8.3 instead of 17.5. This was a typo- 
graphical error in the report submitted to your committee. 
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Number and total assets of insured commercial banks, 1953 


Number of insured 
| commercial banks 


Size group (deposits, in millions of dollars) ‘aeemeseee: wee 


| | | 
Percent of |Amount (in! Percent of 


Number total millions) total 


1 or less_. | 

1 to 2.. adedion cua : 22. 6 4, 762 
2to5 , 438 | 33. ¢ 15, 233 
5 to 10___- | 2, 042 | 5.3 15, 226 
10 to 25__- biideas 23: 9, ¢ 19, 782 
25 to 50__.. : ; 38: 2.6 13, 968 
50 to 100___- 9 | 4] 13. 949 
100 to 500 | toe . 40, 191 
More than 500 ; K 65, 255 


s 


Tem... : 13, 359 q 189, 751 | 100. 


Source: FDIC Annual Report, table 112. 
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The Cuarrman. Mr. Kilburn? 

Mr. Kitsurn. No questions at this time. 

The Cuarrman. Mr. Multer? 

Mr. Motrer. Mr. Martin, first with reference to the staff report of 
your Board to which Mr. Patman just referred: When you bring that 
up to date, due to the fact that it is referred to as a staff report, will 
you indicate for the benefit of the committee whether there is any- 
thing in this report that your Board does not agree with? I don’t 
know whether there is or is not anything in this report with which 
the Board may be in disagreement. 

Mr. Martin. The report, Mr. Multer, is purely a factual report, 
and I can assure you the Board assumes responsibility for it. 

Mr. Mourer. Mr. Martin, I think that in order that we may better 
understand the entire problem before us, I will ask that on my time 
either you or Governor Robertson give us the explanation of the dif- 
ferent types of banking, so that we will know precisely the type of 
problem we are trying to deal with. 

Mr. Roszertson. I will be glad to do that for you. 

There are in this country three different types of multiple office 
banking: Branch banking, chain banking, and holding company or 
group banking. 

Branch banking is authorized in more than half of the States. The 
situation there is where a bank is authorized to have one or more 
branches. They go all the way from 1 branch to over 400 branches. 
Some States prohibit branch banking, but in every instance before a 
bank can have a branch it has to be approved by some supervising 
authority and usually by two, that is, the State and the Federal au- 
thorities, whether it be the Federal Deposit Insurance Company or 
the Federal Reserve Board. 

With respect to chain banking, it exists throughout the country. 
That is the kind of a situation where 2 or more individuals will control 
a majority of the stock of 2 or more banks. That is not controlled, 
but it is subject to an inherent limitation, in that the stock is dispersed 
either through sales while the individuals are alive, or through dis- 
position of their estates after they die. 

There is very little you can do about that, in my opinion, and I do 
not believe that it is especially dangerous. In the first place, the 
number of banks which can be controlled in that manner is limited 
by the amount of funds which the individual or individuals have, 
as contrasted with a situation where, in holding company banking, 
you have a corporation which has the facilities for gathering large 
quantities of money with which to buy new banks or, by exchanging 
stock of the holding company for the stock of the bank, thus acquiring 
control. 

Mr. Tate. Would you yield briefly, Mr. Multer ? 

Mr. Murer. Yes, sir. 

Mr. Tatie. Does the term “group banking” have any significance / 

Mr. Roserrson. None except that it is usually used to designate 
bank holding company banking, as distinguished from branch banking 
and chain banking, that is, where a corporation or similar organization 
controls a bank or banks. 

Mr. Tauue. One other brief question: Where you have a situation 
in which, say, a bank in a certain city has a receiving station and a 
disbursing station in another town, do you call that a branch ? 
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Mr. Rosertson. Really it is a branch, but it isn’t called a branch. 
That situation exists in lowa. There they do not authorize branches, 
but they do authorize the paying and receiving stations which, I 
think in the layman’s technology, would be branches. It is not in- 
cluded in this sort of group. 

Mr. Taiz. | understand that no loans are made / 

Mr. Ropertson. No loans are made. 

Mr. Taiz. Money is received and paid out ? 

Mr. Rosertson. That is right. The loan applications are taken 
and sent to the main office, and the main office approves or disapproves 
them and sends them back to the paying and receiving station, and the 
money is disbursed at that point. 

Mr. Tauxe. But Lowa does not permit branch banking in the regu- 
lar sense ¢ 

Mr. Ropertson. Not in the ordinary sense. 

Mr. Tate. And those stations are only what ? 

Mr. Rozertson. They are a quasi-branch. 

Mr. Tate. And they are very few in number / 

Mr. Ropertson. Yes, sir. 

Mr. Muurer. The chain bank was a device resorted to only in those 
States that prohibited branch banking / 

Mr. Roserrson. No, not at all. That has existed whether there 
were branch laws or not. It is a case of where an individual would 
be interested in two or more banks, and he and some of his friends 
would acquire more stock in other banks. 

Mr. Motrer. Don’t you find chain banking used most frequently in 
those States that do not permit branch banking ¢ 

Mr. Rosertson. I think not. I don’t know the facts on this, and 
no one else does, because there is no way of knowing, so far as 1 know, 
the number of individuals who have interests, and with other individ- 
uals have controlling interests in a number of banks. They may con- 
trol an independent bank and also a branch bank. 

Mr. Mutrer. Surely the members of the Federal Reserve System 
have a way of knowing that / 

Mr. Roserrson. No, because half of the banks of the country are 
not member banks; some of them are not even members of the FDIC. 
There is no way in those cases to determine the individuals who own 
interests in two or more banks without looking at the list of share- 
holders in every bank in the United States and then comparing them. 
But. it is not a major problem, I can assure you. 

Mr. Mumma. It is possible / 

Mr. Rorerrson. It is possible, but very impractical; yes, sir. 

Mr. Mumma. We had that matter up before the committee last 
yeal 

Mr. Rosertson. That was related solely to national banks, sir, and, 
of course, they represent only 4,800 of the 13,800-odd commercial 
banks in this country. 

Mr. Muurer. Had you completed your answer / 

Mr. Roserrson. No, I would like to complete the picture by cover- 
ing the holding company field. That is the third type of group bank- 
ing, and that is where a holding company owns a controlling interest 
ina number of banks, varying from one to many. 
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The holding company field has been covered by Federal legislation, 
insofar as there are member banks, that is, banks which are members of 
the Federal Reserve System, within the group controlled by the hold- 
ing company. That legislation, however, as the chairman pointed out, 
is directed toward maintaining the soundness of the banks in the 
holding company group—that is, the banks in the Federal Reserve 
System—r: ontrolling the holding companies with respect 
to either expansion or their ability to engage in nonbanking busi- 
nesses. 

By and large, banks, themselves, are prohibited from engaging in 
nonbanking businesses. They are dealing with depositors’ funds, by 
and large. The greater portion of the funds which they use in the 
banking business are the funds of depositors, and, consequently, re- 
strictive laws have been enacted providing the extent to which they 
‘an make loans to an individual and the amount they can have in real 
estate loans, for example. 

The gaps, as the chairman pointed out, in the present holding com- 
pany legislation relate fairly exclusively to the two points, namely, 
expansion, bankwise, or the coupling together of nonbanking busi- 
nesses with banking businesses, which as I stated is forbidden as far as 
banks themselves are concerned. 

That, I believe, sir, is the picture of the various kinds of multiple- 
office banking. 

Mr. Mvuurer. I think the statistics, as they apply to bank holding 
companies, will be in this report which Chairman Martin is going to 
make available to us? 

Mr. Roserrson. Well, they will not, because you see that report 
doesn’t deal with bank holding companies exclusively. That deals 
with all kinds of multiple-office institutions—well, even individual. 

Mr. Murer. But to the extent that it does deal with bank holding 
companies we will have statistics in that report as to how many bank 
holding companies there are, their sizes, and so forth: will that be 
covered by that report? 

Mr. Ropnertson. No. 

Mr. Murer. If not, I would like to have somebody supply the com- 
mittee with the statistics as to how many bank holding companies 
there are in the country, if those figures are available, where they are 
concentrated, and so forth, and I would like to have you break them 
down into classes, if they do break down that way. 

In other words, do we have a set of bank holding companies which 
have only bank stocks, and another set of bank holding companies that 
have bank stocks and nonbank stocks ¢ 

Mr. Rorerrson. I have available, sir, a list of the companies which 
are regulated companies under the presently existing laws—there are 
only 18 of them—with the breakdown showing the amount of de- 
posits they have, the number of banking offices, and the relation of 
those to all banks in the State, and all deposits in the State. 

I have figures or compilations showing the nonbanking businesses 
which these regulated bank holding companies have and the growth 
of those companies during certain periods. I have other lists which 
show the number of known holding companies which would be covered 
if vou included any company w hich owns a majority of the stock of 
any bank, whether a nonmember of a member bank, and the number of 

cases Which would be covered by H. R. 2674. 
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Those lists can all be made available to you if you wish. 
Mr. Mutrer. I would like to have it supplied and made part of 
the record, Mr. Chairman. 

The Chairman. That may be incorporated in the record. 

(The material referred to is as follows :) 


HotpInc CoMPANY AFFILIATE BANK Groups? 


Banking offices and deposits, Dec. 31, 1954 




















; | Number of banking offices Deposits (in 
Name and location of holding company affiliate, State | thousands 
| Banks |Branches| Total of dollars) 
Atlantic Trust Co., Jacksonville, Fla. (includes Atlantic | | | | 
National Bank of Jacksonville, with deposits of | | | 
$157,448,500, because the stock of the company is trusteed | | 
for the shareholders of the bank): Florida_.........-...--- | jf ee eee 7 243, 043 
BancOhio Corp., Columbus, Ohio: Ohio -_-_--- eieeel 21 17 38 556, 220 
Bank Shares Inc., Minneapolis, Minn.: Minnesota .....--- 4 Lsenel 4 79, 338 
Barnett National Securities Corp., Jacksonville, Fla. 
(includes Barnett Na‘ional Bank of Jacksonville, with 
deposits of $106,730,200, because the shareholders of the | 
bank and the corporation are the same): Florida..._----- | § |_- shine 5 139, 716 
Baystate Corp., Boston, Mass.: Massachusetts_..-.-- care 9 66 75 | 398, 813 
First Bank Stock CoD, Minnespelie, Minn.: 
Minnesota - -_- RD ee ee 42 3 45 | 993, 735 
DIMEN one oS Se oadseuacosa = sR RES 12 12 215, 176 
SSR a a Seam eee Se ~enoe| 14 14 | 92, 748 
ed Rane ali a I aly Sa oe ee ae eee 7 3 10 51, 907 
Ste Dien eT nS Oo TE 75 6 81 1, 353, 566 
First Security a _— n, Utah: 
OSE ES Sf ee ee oe Fee eee Li 27 28 173, 038 
nysah. ....<.. SERS 2 ey Sa ae Sree same a i8 19 186, 167 
SEE IEA IRS ALAR eT ASEM BED yp AER 1 3, 434 
NONI EA ROCA CS CEE ER | 3 45 418 362, 629 
Marine Bancorporation, Seattle, W: St W: —, ae 2 44 46 437, 501 
Marine Midland Corp., Jersey City, } N. J.: New York ___-| 10 125 135 1, 635, 751 
New Hampshire Bankshares, Inc., Nashua, N. H.: New | 
So UIST, OES © Se ant Ceneeneeees eee yy Se | 5 31, 965 
Northwest ene ition, Minneapolis, Minn.: 
Rens 9, RE. EE Sang ps le IS Se Re eae i) ee a 4 166, 998 
EST ceils ik a mR i ae A aa 42 3 | 45 | 925, 703 
UN ORE GE <p ot a ae oo ae 7 | m 7 87, 295 
oy ga ce Cie i a "Bn 5 | 150, 032 
NS Soa an st al oe a naambeuake Su awny aes | 9 ‘ at 9 90, 019 
NS SEEEIESL LOS TS Ce ee ean ea ae 4 | 19 | 23 | 139, 890 
sc amen eakicane 1 1 | 23, 756 
Sd i as es ac acini ES: | 72 22 94 | 1,! 583, 693 
Old National Corp., Spokane, Wash.: W ashington | 2 20 164, 147 
Shawmut Association, Boston, Mass. (includes National | 
Shawmut Bank of Boston, with 29 branches and deposits | | | 
of $406,301,100, because all trustees of the association are | | 
directors or officers of the bank; the bank shares in the | 
income of the association; and the executive committee | | 
of the bank has the right to approve the appointment of 
the trustees of the association): Massachusetts_--....._-- 14 | 37 51 523, 024 
Transamerica Corp., San Francisco, Calif.: | | | 
CEN BES a A iL Se a ge eee | 1 7 18 | 148, 176 
ene ne A EINES 5 + ac eeieient alec AGEN am 1 53 54 | 745, 503 
oo 4 Ri ee a Re Eee ee i | 21 17 19 216, 500 
ee cs Se acne 1 | 68 | 69 784, 731 
I eres oye et ee et ee ee 1 12 13 126, 188 
Oo RS ae ee en ee 6 | 167 173 | 2 021, 098 
Trust Co. of Georgia Associates, Atlanta, Ga. (includes } | 
Trust Co. of Georgia, Atlanta, with 1 branch ae deposits 
of $171,052,300, because all of the stock of the associates is | | 
owned by the trust company): Georgia_..__........___--- 7 | 4 11 | 273, 398 
Trustees, First National Bank of Louisville, Louisville, 
Snr ae ese, a ec nnacacencucoucss! 2, 12 14 176, 613 
See footnotes at end of table. 
59571—55 7 
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Banking offices and deposits, Dec. 31, 1954—Continued 





] 
Number of banking offices | Deposits (in 
thousands 


Name and location of holding company affiliate, State ; 
Banks |Branches| Total of dollars) 








Union Bond & Mortgage Co., Port Angeles, Wash.: Wash- 


ington_- 4 1 21, 622 


| 
Wisconsin 6 4 20 | 779, 792 








Total, 18 groups 1254| 1578| 1832| 110,781,929 








All commercial banks in the United States 13, 840 | 6, 108 | 19, 948 | 2 183, 580, 000 
Percent of total of banks in 18 groups to all commercial 

banks in the United States 11.84 19. 46 14.17 1 §, 87 
| 














1 The holding company affiliates in these groups are subject to the limited regulation provided by existing 
law. These data include not only banks controlled by the holding company affiliates, but also 7 banks 
having 30 branches and aggregate deposits of $850,561,300, which dominate certain of the respective groups 
or are closely associated with them. If such banks and their branches and deposits were excluded from 
the figures, the percentage ratios would be decreased from 1.84, 9.46, 4.17, and 5.87 to 1.78, 8.97, 3.99, and 5.41, 
respectively. 

2 Preliminary. 


HoLpINGc CoMPANY AFFILIATE BANK GROUPS * 


Banking offices and deposits, by States, Dec. 31, 1954 





| Number of banking offices 
Number 


| of groups | 


| 
| Deposits (in 
Sr ee 


Banks |Branches| Total | of dollars) 








148, 176 
745, 503 
382, 759 
273, 398 
173, 038 
: 166, 998 
Kentucky 

Massachusetts 
Minnesota 


Nevada ’ 
New Hampshire 
New York 
North Dakota 
Ohio 

Oregon __- 
South Dakota 
SS 
Washington 
Wisconsin 
Wyoming 


182, 767 
556, 220 
784, 731 
191, 797 
186, 157 
749, 458 
803, 548 

3, 434 
| 


Be ee | | 578 | 110,781, 929 

All commercial banks in the United States | 13,840 6, 108 19,948 | 3183, 580, 000 
Percent of total of banks in 18 groups to all | 

commercial banks in the United States 19. 46 14.17 | 1 5. 87 


Cee Cetera 











1 The holding company affiliates in these groups are subject to the limited regulation provided by existing 
law. These data include not only banks controlled by the holding company affiliates, but also 7 banks 
having 30 branches and aggregate deposits of $850,561,300, which dominate the respective groups or are 
closely associated with them. Ifsuch banks and their branches and deposits were excluded from the figures, 
the percentage ratios would be decreased from 1.84, 9.46, 4.17, and 5.87 to 1.78, 8.97, 3.99, and 5.41, respectively. 
2 Omitting duplications due to groups operating in more than 1 State. 
3 Preliminary. 
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Houpine CoMPANY AFFILIATE BANK Groups? 


Percentage ratios of number of banking offices and total deposits of banks in 18 
groups to number of banking offices and total deposits of all commercial banks 
in same States and the United States, Dec. 31, 1953 * 





| Percent of | Percent of 
| offices of deposits of 
| group | _— group 
| banks to banks to 
Name and location of holding company, State | offices of | deposits of 
allcom- | all com- 
mercial | mercial 
banks in | banks in 
same State | same State 





Atlantic Trust Co., Jacksonville, Fla. (includes Atlantic National Bank of Jack- | 
sonville, with deposits of $150,918,000 at Dec. 31, 1953, because the stock of the | 
company is trusteed for the shareholders of the bank): Florida_____.-__- 

BancOhio Corp., Columbus, Ohio: Ohio__-_---- i BAS 

Bank Shares, Inc., Minneapolis, Minn.: Minnesota 

Barnett National Securities Corp., Jacksonville, Fla. (includes Barnett National | 
Bank of Jacksonville, with deposits of $102,872,000 at Dec. 31, 1953, because the 
shareholders of the bank and the corporation are the same): Florida 

Baystate Corp., Boston, Mass.: Massachusetts 

First Bank Stock Corp., Minneapolis, Minn.: 

Minnesota 
Montana : 
North Dakota 
SE EO RE IS oS SE ear 
Total, 4 States 
First Security Corp., Ogden, Utah: 








Total, 3 States__....- 

Marine Bancorporation, Seattle, Wash.: Washington. _- 
Marine Midland Corp., Jersey City, N.J.: New York 2__ ____- a 
New Hampshire Bankshares, Inc., Nashua, N. H.: New Hampshire--_- 
Northwest Bancorporation, Minneapolis, Minn.: 

Iowa 

Minnesote 

REE A SR SS 4. EE OR aan eae Oe Sees eee EE eecLE 





IN iirc eRe die ea R oan nen unbceedibannavdageradcerceduaa 
Wisconsin | 





EE LE SEL ER a ee aoe a eee } 

Old National Corp., Spokane, Wash.: Washington... ____- es 
Shawmut Association, Boston, Mass. (includes National Shawmut Bank of 
Boston, with 29 branches and deposits of $407,559,000 at Dec. 31, 1953, because 

all trustees of the association are directors or officers of the bank; the bank | 
shares in the income of the association; and the executive committee of the 

bank has the mght to approve the appointment of the trustees of the associa- | 

I a ee ciscnd bana eesbudumiaenieans 


Transamerica Corp., San Francisco, Calif.: 
Arizona. - 
California * 
Nevada 
Oregon -- 
Washington 








Atlanta, with 1 branch and deposits of $154,067,000 at Dec. 31, 1953, because | 
all of the stock of the associates is owned by the trust company): Georgia___. __| . 12 
Trustees, First National Bank of Louisville, Louisville, Ky.: Kentucky_. 2 9.12 
Union Bond & Mortgage Co., Port Angeles, Wash.: Washington_. wirevek kel 7 87 
Wisconsin Bankshares Corp., Milwaukee, Wis.: Wisconsin 21. 48 


120 








Percentage ratios of totals of 18 groups to all commercial banks in 22 States 


Percentage ratios of totals of 18 
United States_ - awe 15.83 











' The holding company affiliates in these groups are those which are now subject to the limited regulation 
provided by existing law. At Dec. 31, 1953, there were 2 additional groups in which the holding company 
affiliate relationships were terminated during 1954. 

These data include not only banks controlled by the holding company affiliates, but also 7 banks having 
30 branches and aggregate deposits of $823,708,000 at Dec. 31, 1953, which dominate certain of the respective 
groups or are closely associated with them. If these banks were excluded from the totals, the percentage 
ratios of the offices and deposits in the 18 groups to all commercial banks in the 22 States and in the United 
States would be decreased from 8.83, 11.20, 4.14, and 5.83 to 8.43, 10.31, 3.95, and 5.36, respectively. 

, 2 et pea Midland Corp. group figures have been increased to give effect to the acquisition of 2 banks 
during 1954. 

* The Transamerica Corp. group figures have been increased to give effect to the acquisition of the San 

Francisco Bank, San Francisco, Calif., in 1954. 
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BaNK-HoLpIne CoMPANIES UNDER 50 PERCENT MEASURE OF CONTROL * 


Banking offices and deposits, by States—Dec. 31, 1954 





| Number of banking offices 
a | Number |_ a 
State | of canes Deposits 


Banks | Branches; Total 








Thousands 





a Bs RS ps on Bae ep 8 EON 
California 

Co necticut__- 

District of Columbia 

Florida 

Georgia 

Idaho_.--- 

Mili -ois__-_- 

Indiana 

Iowa - 

Kentucky 

Maine_.__--- < 
NS EE REE RMA 
ere ea ee eee chabesiuris wistanaettmise ital 
Missouri - -- 

NS eR ee ee ee ene. | 
Nevada ..-- 

New Hampshire 

Nebraska 5 

New Jersey_...------- 54 ER ESS Ree SEE AMS 
PENNIES Pee a chew nannecemetineeiame 
North Carolina 

North Dakota 


>t OD et OO 


wt ec 


oa 


139, 203 
7, 218, 073 
158, 224 
209, 056 
569, 049 
27, 484 
784, 731 
112, 294 
20, 132 
191, 797 
379, 207 
389, 065 
364, 361 
3, 701 
749, 458 
803, 548 
1, 881 

3, 434 





Oklihoma 

Oregon - 

| RE Se ee ae eae 
Rhode Island 

South Dakota 

Tennessee 

PS EE Se ARE Se eee eae 


Washingt n__- 

Wiseonsi -.. 7 

EE ee eee ae SE, ' 
POE vn can tc ce ccntcnnneennasanene=reen sens | 


Total: 38 States, Alaska, and the District of | 


HRD REND OUN HORN AWN Wher rt 








Colurr bia. - 3 452 3 861 $1,313 3 23, 248, 761 


All commercial banks in the United States __ | 13,840 6,108 | 19,948 | 4183, 580, 000 
Percent of total of tanks in 114 cases to all commercial | | 
loan banks in the United States. - -- } 114.10 } 16.58 | 112. 66 





1 These data include only the known cases, based on readily available information, in which corporations, 
business trusts, associations, or similar organizations control 1 or more banks, memter or nonmember, 
under a 50-percent measure of control. Control of nonmember banks by corporations, etc., is not generally 
required to be reported pursuant to existing Federal law; consequently, exhaustive research of sources of 
information other than required reports would disclose an unknown numter of additional cases. 

2 Omitting duplications due to cases including banks in more than 1 State. 

8’ The data include not only banks controlled by corporations, etc., but also 31 banks having 217 branches 
and aggregate deposits of $10,275,652,000, wt ich control, or are closely associated with, other banks included 
herein. If the 31 banks and their branches and deposits were excluded from the figures, the percentage 
ratios wonld be decreased from 3.27, 14.10, 6.58, and 12.66 to 3.04, 10.54, 5.34, and 7.07, respectively. 

4Preliminary. 
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BaNK-HoLpING COMPANIES UNDER H, R. 2674? 


Banking offices and deposits, by States—Dec. 31, 1954 





Number of banking offices 
| Number 

Ste pet 
tate of groups 
Banks |Branches| Total 


————————s ens 





Thousands 
$13, 460 
148, 176 
782. 776 
63, 800 
0, 633 
tn =a 100 
Idaho | 27 28 3. 038 
Illinois j i , 135 
Indiana_-__- , 345 
Iowa : 7, 873 
Kentucky- 76, 613 
Kansas _- }, 291 
Massachusetts 
Minnesota... 
Missouri. - 
Montana. - 
Nevada. - 
New Hampshire 
Nebraska... -_- 
New York......- 
North Dakota 
Ohio 
Oklahoma 
Oregon. 
Pennsylv: inia_. 
South Dakota 
lennessee 
Texas. -_- 
Utah 
Washington 
Wisconsin 
Wyoming -- 


Po RS 2 ee SS ee et Oe 
Se, oo aati cnendennadume Ra Ledickaee= 
California. ___- 

District of Columbia 

Florida 

Georgia 





one he 


m bho 


~] 


590 
, 947 
.712 
, 731 
, 020 
, 797 
829 
J 386 


me ORO Re ee tore SOO Db 


~] 


Hee Oh 








Total: 31 States and the District of Colum- 

ria. 31,018 3 14, 279. 643 

All commercial banks in the United States __-_- 3, 6, 108 19,948 | 4183, 580, 000 
Percent of total of banks in 46 groups to all com- | 

mercial banks in the United States...........-|-.-.- at . 8 310. 27 35.10 37.78 

' These data inc clude only the known n cases, ‘based on re: eadils availab le inform ation, in which companies 
own or control 25 percent or more of the sh: res of each of 2 or more banks. Evisting Federal law does not 
require the reportir g of direct or indirect control of banks under a 25-percent measure of controt by a ‘‘com- 
pany’’ as defined in H. R. 2674; consequently, exhaustive research and ir vestigation would disclose an 
unknown pumber of additional cases. Moreover, cases which might be covered by clause (2) of the defini- 
tion of “bank holding company” contained in H. R. 2674 could not be ascertained until the prescribed 
determinations had been made, after notice and opportunity for hearings. 

2 Omitting duplications due to bank holding companies having banks in more than 1 State. 

3? These data include not only banks of which the bank holding companies own or control 25 percert or 
more of the outstanding stock, but also 10 banks having 45 branches and aggregate deposits of $3,004,801,000, 
which own or control 25 percent or more of the stock of, or are closely associated with, other banks included 
herein. If the 10 banks and their branches and deposits were excluded fi om 077 figures, the percentage 
ratios would be decreased from 2.83, 10.27, 5.10, and 7.78 to 2.75, 9.53, 4.83, and 6.14, respectively. 

4 Preliminary. 





Comparison of banking offices of 18 holding company affiliate groups at Dec. 31, 
1954 4 with same groups at Dec. 31, 1933 * 





Number of banking offices 


| 
3anks | Branches | Total 





Dec. 31, 1933 by at 388 | 580 | 968 
Dee. 31, 1954 254 | 578 832 
Decrease for 21-year period 2134 2 136 








1 The holding company affiliates in these groups are subject to the limited regulation prov vided by existing 
law. These data include not only banks controlled by the holding comp a affiliates, but also 5 
banks having 16 branches at Dec. 31, 1933, and 7 banks having 30 branches at Dec. 31, 1954, which dominate 
ce rts iin of the respective groups or are closely associated with them. 

2 Bank of America N. T. & S. A., San Francisco, with 344 branches at Dec. 31, 1933, is included as a 
controlled bank at that date. It is not included in the Transamerica Corp. group at Dec. 31, 1954. If Bank 
of America N. T. & S. A. were excluded from the 1933 figures, the changes in the 18 grou] s for the 2l-year 
period would be as follows: Decrease in banks, 133; increase in branches, 342; increase in total banking 
offices, 209. 
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Comparison of 18 holding company affiliate groups at Dec. 31, 1954, with same 
groups at Dec. 31, 1946* 





Number of banking offices Deposits (in 


thousands of 
dollars) 





Banks Branches Total 





299 
254 


854 1, 153 
578 832 


2 276 


13, 125, 482 
10, 781, 929 


2 2, 343, 553 





245 2 321 

















1 The holding company affiliates in these groups are subject to the limited regulation provided by existing 
law. ‘These data include not only banks controlled by the holding company affiliates, but also 7 banks 
having 25 branches and aggregate deposits of $674,431,000 at Dec. 31, 1946, and 7 banks having 30 branches 
and aggregate deposits of $850,561,300 at Dec. 31, 1954, which dominate certain of the respective groups or 
are closely associated with them. 

2 Bank of America N. T. & S. A., San Francisco, with 492 branches and $5,382,571,000 of deposits at Dec. 
31, 1946, is included as a controlled bank at that date. It is not included in the Transamerica Corp. group 
at Dec. 31,1954. If Bank of America N. T. & S. A. were excluded from the 1946 figures, the changes in the 
18 groups for the 8-year period would be as follows: Decrease in banks, 44; increase in branches, 216; increase 
in total banking offices, 172; and increase in deposits, $3,039,018,000, 


Nonbanking organizations in 18 holding company affiliate groups, Dec. 31, 1953? 





Type of business 


groups 


Number of 


Number of 
nonbanking 
organizations 


Total assets 
(in thousands 
of dollars) 





Safe deposit 

EE Oe ae | 
Liquidation of assets } 
Liquidation of assets and insurance agency 

In liquidation 

Inactive 

Service organizations of groups 

Trustees under deeds of trust 


> tm em He OO DD 


NNR athe cieic be dnaennewenirnnweemencid | 
Owning and operating real estate 
Real-estate activities and oil development 


Real-estate sales and insurance 

Real-estate sales, rentals, and property management 

Real-estate sales and liquidations 

Real-estate-insurance agency 

Financing and servicing real estate 

Home construction and improvement__- 

Building and loan association 

Automobile financing 

Installment financing 

Installment service agency 

Abstract and title insurance 

Investment of own funds : | 

Insurance underwriting (life, fire, casualty, or automobile) - Pare 

Catching, processing, and selling ‘fish and fish products - -- ---- 

Metals me -opamecieseed (and subsidiary sales and service 
company) ---....- ioeaiey an be aieo isin es ler ehceee Wialoat areca eels wive iret wibinds 


BBD CS ND ee tt tt et tt Or Tt BO OO 


tt GO OF ND ND et Ot et OG tt 











S| wo 


647-493 





1 The holding company affiliates in these groups are those which are now subject to the limited regulation 
provided by existing law. At Dec. 31, 1953, there were two additional groups in which the holding company 
affiliate relationship were terminated ‘during 1954. 

2 Omitting duplications. 

The Cuarrman. Your 5 minutes have expired, Mr. Multer. 

Mr. Betts. 

Mr. Berrs. Mr. Martin, in your statement you refer to approval of 
certain matters by a Federal agency. I am not sure what you have in 
mind. For instance, on page 3 you speak of a Federal agency. 

Mr. Martin. The present bill, Mr. Betts, provides that the approval 
shall be given by the Board of Governors of the Federal Reserve Sys- 
tem. The reason I used the phrase “Federal agency” is that we don’t 
want to insist that it has to be the Federal Reserve Board. 
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Mr. Berrs. I thought you had something else in mind when you 
said “a Federal agency.” 

Mr. Martin. Nothing other than that I didn’t want to appear to be 
insisting that it be the Federal Reserve Board. 

Mr. Berrs. That is all. 

The Cuarmman. Mrs. Sullivan. 

Mrs. Sunttivan. Mr. Martin or Governor Robertson, as I am a new 
member I would like to be enlightened. I would like to have a defini- 
tion or an example of what is meant by nonbanking business. Can you 
give me an example of some other type of business that a bank holding 
company may control ? 

Mr. Rosertson. There are many. To mention some that are out- 
standing—that is where the contrast shows up—the fish business, the 
real estate business, the insurance business. There are any number 
of them. 

Mrs. Suxttivan. Would they have any control over a manufactur- 
ing business, or processing business ? 

Mr. Rosertson. A processing business; yes; but a manufacturing 
business, I don’t know. I can’t think of any at the moment. There 
are radio companies, there are newspapers. There may very well be a 
manufacturing business involved in one of those bank holding com- 
pany groups which is not subject to regulation at the moment. 

Mrs. Sutiivan. It wouldn’t be, then, just loan companies or real 
estate companies ? 

Mr. Rosertson. No, there are many loan companies in bank holding 
company groups. The question there is whether they would be con- 
sidered so closely related to the banking business as to be exempted 
from the bill. 

Mrs. Sutitvan. That is all. 

Mr. Mutrer. There is no prohibition in the law against a bank 
holding company owning a manufacturing business, or any other busi- 
ness ? 

Mr. Roserrson. Not today. 

The Cuarrman. Mr. Mumma. 

Mr. Mumma. Governor Robertson, isn’t it true that most holding 
companies or banks get into this mercantile business, at times, inno- 
cently ? 

Mr. Hrestanp. You might say involuntarily. 

Mr. Motrer. Will you yield, Mr. Mumma? 

Mr. Mumma. Yes, sir. 

Mr. Mutter. The point you have in mind is where a bank has made 


a loan and the loan has gone sour, and they have to take over the 
business. 


Mr. Mumma. Yes, sir. 

Mr. Rosertson. That should be exempted, of course, and is, whether 
under this legislation or any other. 

Mr. Mcmma. Would this prohibit investment trusts from having 
bank stocks in their portfolios? 

Mr. Rosertson. Not if they held less than 5 percent. If they really 
held it as an investment, and not with any control motive, they would 
not be covered. 

Mr. Mumma. That is primarily the business of an investment house. 
They want to give a diversified portfolio. 
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Mr. Rorertson. That is right. It would not be prohibited. It 
would prohibit them from obtaining control. 

T his bill which is before us would - prohibit their acquisition of more 
than 25 percent of the stock of two or more banks. 

Mr. Mumma. Don’t some of their bylaws specify that they cannot 
invest more than so much in any one particular industry ? 

Mr. Rozertson. I don’t know whether that is a fact, but there should 
be diversification. 

Mr. Mumma. The whole point of an investment trust is not to have 
a lot of money in one company. 

Mr. Rozerrson. That is right. I can’t believe that any of them 
would be injured by this legislation. 

Mr. Mumma. Thank you. 

The CHatrman. Mr. Fountain. 

Mr. Founrarn. I wonder if you could give us an example or exam- 
ples of situations in the country which this bill is designed to eliminate. 

Mr. Ropertson. I can take any single holding company. Today the 
X company could purchase the contr olling stock in all the banks in that 
State. without any limitation whatsoever. And no one could say a word 
about it. That is not prohibited today. 

Now, I must say that is not being done today. The growth of hold- 
ing companies in the last 5 years, the last 9 years, the last 20 years, has 
not been catastrophic at all. Asa matter of fact, there has been a de- 
crease in the number of banks and branches. 

Now, the latter is a little misleading, because when you speak of 
the number of branches, Bank of America is no longer associated with 
Transamerica, and that takes out 500 branches immediately, and that 
makes it look as if the figures have decreased, whereas the banks in 
the system have increased. 

Mr. Founrary. The purpose of this legislation is not to correct an 
existing evil, then, but to prevent such an evil existing in the future? 

Mr. Rosertson. In my opinion, that is correct. 

Mr. Fountarn. That is all, Mr. Chairman. 

The Cuarrman. Mr. McVey. 

Mr. McVey. I should like to direct this question to Mr. Martin. 

I have been impressed by the number of exceptions you have taken 
to the provisions of H. R. 2674. I wonder if you feel that there is 
any need for this type of legislation at the present time ? 

Mr. Martin. I definitely feel that there is. 

Mr. McVey. There is? 

Mr. Martin. Yes, sir. 

Mr. McVey. Do you think the bill as it is set up at present would 
be harmful to the operation of the Federal Reserve Board, without the 
changes which you have suggested ? 

Mr. Martin. I think it would—TI don’t think it would be catastro- 
phic, but I think it goes too far. It would be very difficult to 
administer. 

I think the problem with us, if I may refer to the Federal Reserve 
Board, or any other Government agency, is that you want to have 
minimum control and you want to have it as specific as possible, and 
I think this bill is just a little bit too broad, and that is why I pointed 
out the qualifications that we have. 

If the bill were enacted in toto it would not be a catastrophe, but 
I don’t think it would be as well designed to achieve what I conceive 
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to be the purpose of this legislation as it could be, as if it were modified 
along the lines suggested. 

Mr. Ropertson. May I add one thing to that. I think it is impor- 
tant to say that we do not think that holding companies are necessarily 
bad. This bill would freeze existing holding companies by and large. 

Now, if you once freeze them you are in effect killing them because 
if they cannot continue to grow as the economy grows they are going 
to go down hill rather than up hill. This would prohibit them from 
getting any new banks, expanding, except in the State in which the 
holding company, or principal subsidiary, is located, and then only 
if the laws of that State specifically authorize them to do so, or only 
to the extent that a bank may have branches within that State. 

We think that coupling bank holding companies with the branch 
laws is bad, and, secondly that making it impossible for such com- 
panies to expand without getting specific statutory legislation is too 
narrow a restriction. 

Mr. McVey. Thank you. 

The Cuarrman. Mr. Reuss. 

Mr. Reuss. Chairman Martin or Governor Robertson, do you sub- 
scribe to the declaration of policy set forth in section 2 of H. R. 2674, 
particularly on line 11, page 1, and lines 1 and 2, page 2, wherein it is 
said that it shall be the policy of Congress “generally to maintain 
competition among banks and to minimize the danger inherent in con- 
centration of economic power through centralized control of banks” ? 

Mr. Roperrson. Yes, sir. The only part of that declaration of 
policy to which we would object is contained in the words which you 
did not read, namely, lines 2, 3, 4, and 5, on page 2, because it just 
doesn’t happen to be a fact. 

Mr. Revss. Referring to the particular lines that I did mention, 
and which are my immediate concern, referring also to your conclusion 
No. 2, on page 14 of Mr. Martin’s statement here this morning, do I 
understand that under legislation which the Federal Reserve Board 
would recommend it would deny its prior approval to a proposed hold- 
ing company act on which in its opinion would not maintain competi- 
tion among banks, or would fail to minimize the danger inherent in 
concentration of economic power through centralized control of banks? 

Mr. Ropertson. I think it would be obliged to do that, but I think 
the bill would be better if it had a specific requirement that it take 
into consideration the competitive factor and the undue concentration 
factor, before granting approval. 

Mr. Revss. I thought I noted in the presentation made by Mr. 
Martin a lack of any statement of specific criteria which the Board 
thinks ought to govern in its approval or disapproval of these appli- 
cations. Did I overlook something ? 

Mr. Roperrson. No; it isn’t there. We have done this so many 
times that that is one of the things which we didn’t cover this time. 

The factors which we would suggest as standards which should be 
followed and applied by the administering agency, in passing upon 
the approvals, are these : 

One, the financial history and condition of the bank holding com- 
pany or companies, and the banks concerned ; second, their prospects; 
third, the character of management; fourth, the convenience, needs, 
and welfare of the communities and area concerned; and fifth, whether 
or not the effect of such acquisition or merger or consolidation would 
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be to expand the size and extent of the bank holding company system 
eed beyond limits consistent with adequate and sound banking 
and the public interest and the preservation of competition in the field 
of banking. 

Now, it is very difficult, I realize, to draft standards, as we have 
tried to do. However, I think they come as close to what I think 
should be done as anything. 

Mr. Reuss. You have no objection, then, to this committee con- 
sidering those five criteria as the informal recommendations, at least, 
of the Board ? 

Mr. Roszerrson. Not at all, we recommended them before in legisla- 
tion which we have suggested. 

Mr. Reuss. Now, let me ask you this question, sir: In the light of 
the criteria you have just given us, and particularly in the light of 
the fifth criteria, having to do with the economic size of the holding 
company, why shouldn’t these criteria apply with equal force to the 
existing holding company chains and why is it that your recommenda- 
tion apparenty does not include a divestiture requirement for exist- 
ing chains other than the divestiture requirement for nonbanking 
interests ? 

Mr. Rosertrson. No. 1, the existing companies have grown with the 
approval of Federal legislation. That is, there has been nothing to 
prevent their growing. The States, in many instances, have asked 
holding companies to take over banks in bad condition. We have 
deemed it inappropriate to ask any holding company today, that we 
know of, to divest itself of a certain number of banks or branches. It 
is a very difficult thing to do. 

Mr. Reuss. What you are saying is that as far as you know there is 
not now a holding company chain of which you would require divesti- 
ture if you had the power to require divestiture; is that right ? 

Mr. Rosertson. I can think of none, just off the cuff, no. That is 
correct. I can think of none that I, as an individual, would require to 
divest itself of banks because in every situation that I know of today 
there is competition. There may be here and there a bank which has 
virtually a monopoly, where other interests are not willing to put in 
additional bank facilities, but I cannot honestly say that I know of any 
situation where if I had the power, I would require divestiture. 

The Cuatrman. Your 5 minutes have expired. 

Mr. Hiestand. 

Mr. Hrestanp. No questions. 

The Cuatrman. Mrs. Griffiths. 

Mrs. Grirritns. Did you say that branch banking requires the ap- 
proval of two agencies ? 

Mr. Rosertson. Yes, in almost every case. It isn’t alwaystrue. For 
instance, national banks get the approval of only the Comptroller of 
the Currency. But as far as State banks are concerned, they have to 
get not only the approval of the State authorities, but if they are mem- 
ber banks, also of the Board of Governors of the Federal Reserve Sys- 
tem, and if they are insured, of the FDIC. 

Mrs. Grirrirus. I observed that you would not like to have this bill 
require the approval of State agencies. Has there been something 
wrong with requiring the approval of State agencies ? 

Mr. Rosertson. No. 
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Mrs. GrirrirHs. What has the experience been ? 

Mr. Rosertson. This is the point, with respect to that, and I am 
very glad you brought it out. 

It is our feeling, at the Board—in the first place, we think any agency 
can administer this bill, because it is simple—it merely relates to expan- 
sion, just as branch banking does. 

Enforcement would be exclusively in the Department of Justice. 

Now, to do as this bill would propose, namely require that you get 
the approval of the State or the Comptroller of the Currency before 
a holding company could acquire the majority stock of any given bank, 
and then also get: the approval of an administering agency, means that 
you duplicate the work, not only with the State agency, but the 
Comptroller of the Currency here. They would have to have the same 
information which we would in addition have to get. If he said “No,” 
we couldn’t say “Yes.” If he said “Yes,” we could still say “No.” 

But it merely means you duplicate the functions involved. You 
duplicate all the examinations, all the information, and we think it 
is not only a waste of time, but leads to lack of uniformity. 

You might have one policy being followed in California, and an 
entirely different policy being followed in Pennsylvania. We think 
that is wrong. 

We think that if there is merit in this legislation, it ought to be on 
a uniform basis and you can get that best by having the, power, as 
well as the responsibility, vested in one agency. 

Mrs. Grirritrus. That is all. 

The Crairman. Mr. Nicholson. 

Mr. Nicnotson. What isa nonbanking asset ? 

Mr. Rosertson. A nonbanking business? 

Mr. Nicuotson. Asset. 

Mr. Ropertson. A nonbanking asset ? 

Mr. Nicnotson. That is right. 

Mr. Rosertson. I don’t know just how that comes into this picture, 
Mr. Nicholson. 

Mr. Nicuotson. Well it spore of divestment of nonbanking assets. 

Mr. Rosertson. This bill ? 

Mr. Nicuotson. Well it is the bank-holding legislation. 

Mr. Ropertson. Oh that was the Senate bill, yes. The nonbanking 
asset would be the stock of a nonbanking organization. Stock would 
be a nonbanking asset, because by and large, banks are not authorized 
to acquire stocks in any other corporations. If they did have stocks, 
that would be a nonbanking asset. It isn’t one that is eligible for 
acquisition by a bank. 

Mr. NicHotson. Well it becomes an asset ? 

Mr. Rosertson. It is an asset, but not a legal asset. 

Mr. Nicuoxson. It is carried on the books as an asset. It must be. 

Mr. Roserrson. Well it shouldn’t be. It is a nonlegal asset. For 
instance, a nonbanking asset would be one which would be acquired 
through foreclosure, if necessary, in satisfaction of a debt previously 
contracted. The bank certainly has an asset, but it is obliged to get 

rid of it in a certain period of time. 

Mr. Nicuotson. Is it stated what the length of time is in which they 
have to get rid of it? 

Mr. Ropertson. Yes, 2 years. 
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Mr. Nicuorson. If they have it now they don’t have to ever get rid 
of it, do they? 

Mr. Rosertson. I think they do. Under this bill a bank would 
have to get rid of it within 2 years after the date of the act. 

Mr. Nicnotson. Is that what it says? 

Mr. Rosertson. I think so. 

Mr. Nicuotson. That is all. 

The CHatrman. Mr. Bell. 

Mr. Bex. If this bill passed, it would likely conflict with State 
Jaws, would it not? 

Mr. Rosertson. If the bill as written today were to pass? 

Mr. Betu. Yes. 

Mr. Roserrtson. I think it would conflict, in this way, sir: A given 
State may have legislated with respect to branch banking but not as 
to holding company banking. 

If this bill were passed, it would say : 


You people in the State of Nebraska * * *— 
which is my State— 


you spoke with respect to branches, but you really meant holding companies. 
I don’t think Federal legislation ought to tell a State what it meant when it 
enacted certain legislation. 

If it wants to enact legislation with respect to holding company 
banking, fine. I think they ought to have the right to do it. But 
the Federal Government shouldn’t tell them that when they enact laws 
with respect to one kind of banking they are automatically including 
in the words they use, namely branch banking, holding company 
banking. 

Mr. Betx. Just what institutions would be affected by this? 

Mr. Roserrson. What institutions would be affected by the legis- 
lation ? 

Mr. Betz. Would all banks be affected ? 

Mr. Ropvertson. By this bill ? 

Mr. Bey. Yes. 

Mr. Rosrrrson. No, all banks would not be affected by any man- 
ner of means. It is a very small percentage of the banks of this coun- 
try which are in holding company groups. ‘Those that are not 
wouldn’t be affected by it, certainly not directly affected by it. 

They might be aifected in the sense that they would be in a position 
where a holding company could not compete with them, it could not 
establish additional facilities. But unless you are speaking of effect 
in that sense, most of the banks of this country would not be affected 
by it. 

Mr. Bev. But if a State, or one State or several States, authorize 
holding companies to do the things which are prohibited in this bill, 
then the terms of this bill would control ? 

Mr. Rosertson. Oh, yes, this bill would control over State law, 
except to the extent where the control was waived, as in that para- 
graph 5 on page 9 that the chairman spoke of, and which was men- 
tioned by Mr. Patman. 

Mr. Betti. Yes. 

Mr. Rosertson. There you would specifically throw the power back 
to the State, if the holding company were a bank itself. 

Mr. Betz. That is all. 
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The Coarrman. Mr. Bass. 

Mr. Bass. No questions. 

Mr. Parman. Mr. Chairman, may I make one suggestion? It is my 
understanding that the Federal Deposit Insurance Corporation made 
a study, about 5 years ago, of the concentration of credit facilities. 

I would like to ask the clerk of the committee, Mr. Hallahan, to get 
us a copy of that report if the information I have been given is correct, 
and I would ask that it be brought up to date. 

The CuairMan. Without objection, that may be done. 

The Crurrk. I have been informed by the Federal Deposit Insur- 
ance Corporation that they have not conducted such a study. Cer- 
tain data used in the Committee Print No. 7 of the Subcommittee on 
Monopoly of the Senate Select Committee on Small Business dated 
September 10, 1952, was obtained from the FDIC annual report for 
1950. This data, which pertains to the number and total assets of 
insured commercial banks, sets forth the information by asset size of 
banks and gives the percentage of total assets held by banks in a par- 
ticular asset group. This data is contained in each FDIC annual 
report. 

Mr. Fountain. I have a couple of brief questions for clarification 
that I would like to ask, Mr. Chairman. 

The Cuarrman. Mr. Fountain. 

Mr. Fountain. You made the statement in answer to a question a 
few moments ago, that most of the banks of this country would not be 
affected by this legislation, Mr. Robertson. 

Mr. Rozertson. Of course, there you must define what we mean by 
holding company groups, whether it is a group where 25 percent of 
the stock is controlled 

Mr. Founrarn. Would you let us have those statistics ? 

Mr. Rozerrson. I will insert them in the record, if you wish. I do 
have the figures here, or I can insert them in the record. 

Mr. Fountain. I think you might tell us about them, and then 
insert them in the record at the same time. 

Mr. Ropertson. Very well. 

(The data referred to above appear at pp. 87-92.) 

Mr. Parman. Mr. Chairman, I understand Mr. Multer is chairman 
of the Committee on Small Business of the House, and that he has 
a hearing tomorrow and he can’t be here. If it is all right, I would 
like to ask that Mr. Multer be allowed, without any of the rest of us 
waiving our rights tomorrow, to proceed now to interrogate these wit- 
nesses, because he can’t be here tomorrow. 

The Cuarrman. How long do you have, Mr. Multer? 

Mr. Mutter. About 5 minutes. Will the committee meet this after- 
noon, sir? 

The CrHatrman. I don’t see any reason why we shouldn’t meet this 
afternoon at 2:30. 

We will fecess at this time until 2:30 this afternoon. 

(Whereupon, at 11:55 a. m. the committee recessed to reconvene 
at 2: 30 p. m. of the same day.) 


AFTERNOON SESSION 


The committee reconvened at 2:30 p. m., the Honorable Brent 
Spence, chairman, presiding. 
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Present: Representatives Spence, Brown, Patman, Multer, O'Hara, 
Mrs. Sullivan, Fountain, Reuss, Mrs. Griffiths, Wolcott, Talle, Kil- 
burn, McDonough, Betts, Mumma, McVey, Hiestand, and Bass. 

The Cuarrman. The committee will be in order. 

Mr. Patman, do you have some further questions? 

Mr. Parman. Yes, sir. 

Mr. Robertson, this morning I didn’t mean it in disrespect, butting 
you off without answering the question, but it was a matter of time. 
I only had 5 minutes, and I wanted to get some other things answered. 

However, to go into it now, all told these three kinds of banking— 
branch, chain, and holding company—are looked upon as evils when 
used in a certain way in the banking system. Don’t you view the 
merger program equally unfavorably to the banking system? 

Mr. Ropertson. It is a real problem. It needs to be dealt with, of 
course, with a different kind of legislation, but it is a problem. 

Mr. Parman. Mr. Martin, as Chairman of the Federal Reserve 
Board are you pleased with a situation in which so many of the bank- 
ing resources of the Nation are right in one city of the country, you 
might say ? 

Mr. Martin. Well, pleased would be the wrong word. We are try- 
ing to judge it as best we can in each individual situation as it 
comes up. 

Mr. Parman. Don’t you think there is a chance of it being overbal- 
anced, you might say, against the public interest, where one city— 
und I am not saying this only because it is New York City, as I have 
no feeling against New York City, which is one of the greatest cities 
of the world—but, nevertheless, it has a concentration of banking 
resources. 

What percentage of the banking resources would you say would be 
concentrated in the city of New York, or within a short distance 
thereof ? 

Mr. Martin. Do you mean what the percentage is at the present 
time £ 

Mr. Parman. Yes, sir. 

Mr. Martin. I don’t know offhand. 

Mr. Parman. Probably a third ? 

Mr. Martin. I just couldn’t say. 

Mr. Parman. 30 percent? 

Mr. Martin. We will be glad to get those figures and put them in 
the record. 

Mr. Parman. I think that is called for in the bringing up to date 
of this statement that we spoke about this morning. , 

Another thing, the Open Market Committee; do you think it should 
be in New York City or should it be in Washington ? 

Mr. Martin. I think the Open Market Committee should be repre- 
sentative of the system itself. 

Mr. Parman. And not representative of any particular banks? 

Mr. Martin. Not representative of any particular bank or of the 
Federal Reserve Board. It is a system committee. 

Mr. Parman. A system committee. That is, the system of the 12 
banks, and also the Federal Reserve Board ? 

Mr. Martin. Yes, sir. 
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Mr. Parman. As it is now, do you consider that it is carrying out 
the policy or the principles you have carried out under the existing 
system as now constituted, and as now being administered ? 

Mr. Martin. We have made some comments on that, You have 
read our ad hoc subcommittee report. 

Mr. Parman. Yes, sir. 

Mr. Martin. That matter is being studied carefully and objectively, 
and, frankly, within the system we have not come to any final con- 
clusions on it at the moment. 

Mr. Parman. The Open Market manager has tremendous power, 
has he not, Mr. Martin ¢ 

Mr. Martin. The Open Market manager is a very important indi- 
vidual in the system ; yes, sir. 

Mr. Parman. Subject to certain rules, geenral rules, and limitations, 
he can buy and sell securities at will, within the limitations of the 
Open Market Committee ; can he not ? 

Mr. Martin. Within the authority given him by the committee; 
yes, sir. 

Mr. Parman. How many do they normally sell, say, in a week? 
Take, for instance, last week, how many securities were bought and 
sold by the manager of the Open Market Committee ? 

Mr. Martin. I don’t know last week offhand, but it may be up in 
the hundreds of millions. 

Mr. Parman. For just what reason would he sell some securities 
one day, and buy some other securities in one day aggregating a hun- 
dred million dollars, or $50 million, or $5 million ? 

Mr. Martin. You mean why those specific amounts ? 

Mr. Parman. Yes, last week, why did you have any Open Market 
transactions at all ? 

Mr. Martin. Well, that is carrying out the policy of the committee. 

Mr. Parman. What policy of the committee required the manager 
to buy and sell securities last week ? 

Mr. Martin. Our general policy of attempting to regulate the 
money supply. 

Mr. Parman. To regulate the money supply ? 

Mr. Martin. Yes, sir. 

Mr. Parman. That is to furnish reserves to banks? 

Mr. Martin. Yes. 

Mr. Parman. And those reserves they can expand about 6 to 1; 
can’t they ? 

Mr. Martin. That is correct, 5 to 1, roughly. 

Mr. Parman. With all the banks, country banks, and all, would it 
average about 6? 

Mr. Martin. It is between 5 and 6 at the present time. 

Mr. Parman. I got that figure somewhere, about 6 to 1. Of course, 
the country banks can expand about 10 to 1; can’t they? 

Mr. Martin. The reserve requirements on country banks are 12 
percent at the present time. 

Mr. Parman. About eight and a third times, yes. In other words, 
the market is tight or easy, in comparison to the activities of the Open 
Market Committee; is that right? 

Mr. Martin. The Open Market Committee has an influence on it. 
If we want to reduce the volume of reserves we can sell securities. If 
we want to increase the reserves, we buy securities. 





102 CONTROL AND REGULATION OF BANK HOLDING COMPANIES 


Mr. Parman. That tightens up the market; that absorbs reserves 
and, therefore, tightens the money market; is that correct? 

Mr. Martin. That is correct. 

Mr. Patrman. And if you buy, that has the opposite effect 

Mr. Martin. Yes. 

Mr. Parman. That gives them reserves they can utilize ? 

Mr. Martin. Yes. 

Mr. Parman. The success of any large issue that is put out by the 
Treasury depends upon the availability of credit, does it not, to buy 
that issue ? 

Mr. Martin. That is one of the influences. 

Mr. Patman. That is one of the influences ? 

Mr. Martin. Yes, sir. 

Mr. Parman. Therefore, the success of the Treasury, on any large 
issue, depends upon the activities of the Open Market Committee? 

Mr. Marrin. No, Mr. Patman. We have been over that a good 
many times. Neither the Treasury nor the Federal Reserve, in my 
judgment, can ignore the market. 

Mr. Parman. Well, the market, Mr. Martin—of course, you are the 
market, the Open Market Committee ¢ 

Mr. Martin. No, Mr. Patman. 

Mr. Parman. Well, what are you doing in the market, then? 

Mr. Martry. We are one of the participants in the market, but we 
are not the market. 

Mr. Parman. Well, whenever you have the control which makes it 
possible for them to buy bonds or not buy bonds, and you are the only 
one in the United States who can do that, it occurs to me that you are 
the only factor substantially influencing the market. 

Mr. Martin. No, sir; I am sorry, I do not think we are the only 
factor. It would be simpler if we were. 

Mr. Patman. You said “substantially influence the market.” 

Mr. Martin. We have some authority to influence the market, inso- 
far as our activities are concerned. If you take your proposition of 
compelling us to buy bonds at par, we can always peg rates at a given 
point, provided we are willing to pay the price for that pegging, and 
that price may mean the printing of additional currency. 

Mr. Parman. Well, that happens all the time. You are printing 
additional currency all the time. 

Mr. Martin. Not in terms of ignoring the market. If we print 
additional currency by ignoring the market, then we contribute to 
inflation. 

Mr. Patman. To be frank with you, you know my position, I don’t 
think there is anything in the market except what the Open Market 
Committee says. Mr. Eccles had more experience with the Open 
Market Committee than any other man in the United States, and he 
said that the Open Market Committee determined whether or not the 
interest rate, for instance, would be 2.06 percent, up or down, or exactly 
the same, that the Open Market Committee could fix the interest rate 
at any point it wanted to because the Open Market Committee had the 
power to expand reserves, or the power to restrict reserves. 

In other words, it is the only factor that determines, and I am just 
convinced from what Mr. Eccles said, and from what others have 
said occupying the same place that you are occupying over a long 
period of time, that there is only one factor that substantially con- 
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trols the market, and that is the Open Market Committee. That is 
my belief. 

Of course, from what you say you have a different belief. 

Mr. Marri. I respectfully disagree with you on that. 

Mr. Parman. Yes, sir; I knew that you would. But when the 
Manager of the Open Market Committee—I don’t even know his 
name, what is his name ? 

Mr. Martin. Robert G. Rouse is the name of the Manager. 

Mr. Patman. How long has he been Manager / 

Mr. Martin. He has been Manager for a number of years. 

Mr. Parman. I didn’t even know his name, because it is not im- 
portant to know it, because the Open Market Committee is composed 
of 12 members now, since the new member has been appointed to the 
Board, 7 members of the Board of Governors, and 5 presidents of 
Federal Reserve banks. They represent the Open Market Committee. 

Now, you delegated five people from that Committee to be the 
Executive Committee; is that correct / 

Mr. Martin. Yes, sir; we have. 

Mr. Parman. That is composed of 3 from the Board, including 
yourself ex-officio, and 2 other members of the Board who alternate, 
and 2 from the bank, and Mr. Sproul of the Federal Reserve Bank 
of New York has aways been a member, and the other alternates? 

Mr. Martin. That is a part of the bylaws under which the full 
Open Market Committee operates. 

Mr. Parman. What I said is correct, then ? 

Mr. Martin. Yes, sir. 

Mr. PatMan. Now, you two are over there all the time, and the 
others alternate. Now, this Open Market Committee, Executive Com- 
mittee of 5, has delegated the power to the Manager, this man that 
you mentioned a while ago, to administer it, have you not? 

Mr. Martin. We delegate within certain areas. 

Mr. Parman. That is right, within certain rules, limitations, and 
restrictions ? 

Mr. Martin. That is correct. 

Mr. Parman. Now, in his operation of the Open Market Commit- 
tee he in effect has the power to get money over here at the Bureau of 
Engraving and Printing and trade that money for Government bonds 
and securities, has he not? He has that power, has he not ? 

Mr. Martin. Acting under the authority of the Committee. 

Mr. Parman. That is a correct statement, isn’t it, Mr. Martin? 

Mr. Martin. I wouldn’t say it is quite correct on going to the 
Bureau of Engraving and Printing. In a broad sense, I won’t argue 
the point. 

Mr. Patrman. I don’t mean to say he takes a wheelbarrow over 
there, but in effect he takes the money out of the Bureau and exchanges 
it for bonds or securities, does he not ¢ 

Mr. Martin. That is right. 

Mr. Patman. In other words, if he buys a billion dollars worth of 
bonds, and he has the right to do it under these rules, the effect of that 
is that each bank in proportion to its resources, of the 12 Federal 
Reserve banks, will get a certain percentage of those bonds. 

Now, the banks in Dallas, Tex., and Minneapolis, they do not have 
a thing in the world to do with ‘that, do they? They are just told 
“You i bought so many bonds. Put them on your books.” And 

59571—55 8 





104 CONTROL AND REGULATION OF BANK HOLDING COMPANIES 


they cannot do anything else because they have to carry out the orders 
of the Manager of the Federal Reserve Board Open Market Com- 
mittee ? 

Mr. Martin. Well, the Executive Committee of the full Open 
Market Committee, which is constituted as you have described, meets 
about every 2 weeks, and oftener if we think it is necessary, to review 
the general policy, and to prescribe rules and regulations for the 
manager of the account. 

Mr. Parman. That is right. Now, since we have been talking about 
salaries these days, they are getting $15,000 a year. Twelve members 
getting $180,000 a year. In December, you will recall, at a big table, 
in the Senate caucus room of the Senate Office Building, all the mem- 
bers of the Open Market Committee for the first time in history assem- 
bled. That is right, isn’t it? 

Mr. Martin. They were all there. 

Mr. Parman. That is the first time in history that they have been 
ever up there, was it not? 

Mr. Martin. First time I know of. 

Mr. Parman. They are agents of Congress, but it is the first time 
they were all there. And sitting right across on the other side of the 
table were 12 Members of Congress. There were 14 on the Com- 
mittee—the Joint Committee on the Economic Report—2 were not 
there, and there were 12 Members of Congress there. 

So these 12 Members of Congress were receiving $180,000 a year 
when the 12 members of the Open Market Committee, their agents 
and servants, we will say, were getting $398,000 a year. Now, the 
reason they could do that, and pay salaries up to $60,000—to be exact, 
the least man received $25,000, the next $28,000, and then several at 
$30,000, and then $35,000 in San Francisco, $35,000 in Chicago, and 
$60,000 in New York—the reason they could pay those salaries was 
because this manager of the Open Market Committee could take 
Federal Reserve currency, Federal Reserve notes, that are also Gov- 
ernent obligations—there is no dispute about that, is there, just non- 
interest-bearing Government obligations, do you agree? 

Mr. Martin. They are obligations of the Government. 

Mr. Patrman. Well, they are non-interest-bearing, are they not? 

Mr. Martin. That is right. 

Mr. Patman. They are currency, paper money, we will say. We 
won't call them skinflints, or anything like that, it is good money—this 
money was taken and traded for the bonds, and the bonds bear interest, 
and then you keep the bonds—you don’t cancel them—and you con- 
tinue to draw the interest on them, and in drawing that interest you 
can pay these salaries shown here. 

Now, if the Members of Congress wanted to do that, all they would 
have to do to make their salaries a little bit hidden, they could au- 
thorize each member, as the representative of his district, to get a 
million dollars worth of Government paper money, and take that 
paper money and buy a million dollars worth of Government 214 
percent bonds, and as long as he is a Member of Congress he could 
draw that $25,000 a year, and that would be his salary. That would be 
exactly the same as these officials are doing now, isn’t it? 

Mr. Martin. I would like to call your attention to the fact that 90 
percent of the earnings of the Federal Reserve go to the Treasury and 
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in that sense they contribute to the salaries of all of us. I would also 
like to put in the record that the Chairman of the Board and Governor 
Robertson and the other members of the Board are only drawing 
$16,000 a year at the present time. 

Mr. Parman. Members of the Board. 

Mr. Martin. Members of the Board of Governors; yes, sir; are 
receiving $16,000. 

Mr. Parman. It is not your fault, but you cannot raise it because the 
statute fixes it. But the statute doesn’t fix the $60,000 salaries listed 
here. And you get the money to pay these salaries just as I have out- 
lined. You trade non-interest-bearing currency for interest-bearing 
obligations. 

Another point I want to ask you is this: Since they are both Govern- 
ment obligations, and they are both outstanding, why are not the 
Federal Reserve notes carried in the public debt? They are also a 
part of the public debt. but they are not carried in the public debt. 

Why isn’t this a part of the debt? 

Mr. McDonoven. Let him answer the question. 

Mr. Patman. I want to preface it with this explanation. 

Normally, if you have an agent, and you send that agent out to buy 
a mortgage that you—say it is due in 10 years—and that agent gives 
a check on you, “William Martin,” writes your name down, in pay- 
ment of that mortgage, you would normally consider that mortgage 

canceled and you wouldn’t expect to pay interest on it. 

But if that agent did you like the Federal Reserve is doing to the 
Government, the agent would keep that mortgage, and say “Yes, I 
gave you a check for it and paid it all. but you have got to keep on 
paying me interest on this,” wouldn’t that be comparable? 

Mr. Martin. No, I don’t think it is quite a comparison. The amount 
of Federal Reserve notes that are outstanding are always reported. 

Mr. Patman. Are always what? 

Mr. Martin. Are always reported, as a part of the money supply. 
I would say that 85 percent of the pocket money that we have in circu- 
lation today is Federal Reserve notes. 

Mr. Parman. That is right. 

Mr. Martin. That is reported every week in our statement. 

Mr. Patman. Yes, sir. 

Mr. Martin. So that what we are talking about here is the total 
money supply. 

Mr. Parman. I know, but we are talking about the national debt, too, 
and I do want an answer to the question. 

Mr. Martin. The national debt is reported also in terms—I have 
written several letters on this, and I would be glad to write another— 
but in terms of the national debt, that is an obligation that is main- 
tained through the Federal Reserve System, and the Federal Reserve 
System gives weekly and daily statements of its operations, which are 
available to everyone. 

Mr. Patman. But that is not answering the question, Mr. Martin. 
My question is a very simple one. These obligations that you have 
are carried in the national debt. That is part of the national debt— 
the interest-bearing portion, that is—and you also pay a Government 
obligation in order to get them. They are outstanding, in the pockets 
of the people, everywhere in the country. But they are Government 
obligations nevertheless. 
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Why are they not carried as a part of the national debt just the 
same ~ the bonds that were purchased with those non-interest-bearing 
notes 

Mr. Martin. I think that is a matter of bookkeeping, Mr. Patman. 

Mr. Patman. Bookkeeping ? 

Mr. Martin. Yes, sir; because there is no failure to disclose the 
volume of these notes outstanding. 

Mr. Patman. I know, but I am asking: 

Mr. Martin. They are not proper as obligations, in the statement. 

Mr. Parman. Specifically, they are a part of the national debt, are 
they not, Mr. Martin ? 

Mr. Martin. They are an obligation of the Federal Government, 
but they are not a part of the Federal debt in the sense of securities 
issued by the Treasury. 

Mr. Parman. We are in accord there. I agree with you. They 
are just not listed. 

But the question I am asking you is, if you are going to even list 
the national debt why don’t you list them ? 

Mr. McDonovecnu. Mr. Patman, you referred to the fact that I joined 
you in asking for an answer, and I have obtained the answer, as far 
as I am concerned. 

I believe, as Mr. Martin says, that they are an obligation, and as a 
consequence it is not necessary to total the—what is it, $30 billion? 

Mr. Patman. About $29 billion. 

Mr. McDonoven. You don’t need to include that because it is a 
current day-to-day obligation, in circulation every day. 

Mr. Parman. If you want to present an honest budget—I don’t say 
it is dishonest, but if you want to tell the people what their national 
debt is, you have to add that because they owe not only the $280 billion, 
but they owe this $29 billion, too. 

Mr. McDonoven. Let us take it down to per capita obligation for 
the national debt, as I understand it is around $1,798 at the present 
time. Do you mean to say that in order to determine that we have 
that obligation, that I owe the amount of negotiable cash you have 
in your pocket today in addition ? 

Mr. Parman. That is right, if it is a Federal Reserve note, be- 
cause 

Mr. McDonoven. I don’t agree. 

Mr. Parman. Yet it is true. 

Take one out of your pocket and read it, and you will find it says 
“The United States promises to pay to the bearer on demand so many 
dollars.” That is the United States says that, not the Federal Reserve 
Bank. The United States Government. It is just as much an obliga- 
tion of the Government as an interest-bearing obligation. 

Mr. McDonoven. Are you asking the United States Government to 
make that note good every day? You don’t. You turn around to me 
and say, “If you want to buy an automobile from me I will give you 
$500 of these notes.” So the obligation has been met. 

Mr. Parman. No, you are dealing with the Federal Government 
when you turn it in on a tax debt or something like that. 

Mr. McDonovuen. And you get credit for it. 

Mr. Bass. As a point of order, this hasn’t much to do with H. R. 
2674. Are we operating under the rule that we can bring up any 
subject ? 
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Mr. Parman. This relates to banking, you know, and these banks 
are part of the banking system. 

The CHatrMan. Let us get back to the bill. 

Mr. Bass. I thought we ‘were talking : about H. R. 2674. 

Mr. Parman. It all relates to the banks, because it is part of the 
system. The banks right now have a lot of Government securities, 
and they have gone down nearly four points, and if they owed 
all of their Government securities in these bonds that have gone down 
their capitalization would be seriously impaired. So you cannot dis- 
cuss things like this without talking about this very bill, because the 
banks are involved in this ver y bill. 

Now, Mr. Martin, you mentioned about the par a while ago. You 
have noticed, I know, that these bonds are down nearly four points 
now, some of them, the long-term bonds. 

Mr. Martin. Some of them are down; yes, sir. 

Mr. Parman. In fact, they are down lower now than they were dur- 
ing a comparable period in 1953 when the hard money policy started, 
aren’t they ? 

Mr. Marrtrn. [ haven’t got a list before me. 

Mr. Parman. I have, and I can tell you now that they have been 
going down faster this year than they did in 1953. 

Mr. Martin. Well, take one issue, the 314 are not comparable to 
what they were in 1953. 

Mr. Parman. No, they are not. Of course, that is a kind of isolated 
and execptional case, the 314. They should never have been issued 
at all. The Government had several times as much money as it actu- 
ally got on those 314 and it wasn’t necessary to issue them, and the rate 
was outrageously high. So they just represent an exceptional isolated 
case. 

Mr. Martin. I was merely calling attention to their fluctuation. 
They went up to 112, you see. 

Mr. Parman. I understand. They fluctuated from 98 up to 112. 
That is about 14 points, isn’t it? 

Mr. Martin. That is correct. 

Mr. Parman. All in 1 year. And then you add the 314 percent 
onto that, and that is 1714 percent somebody made on those bonds in 
Lyear. That isa pretty good return, isn’t it, Mr. Martin? 

Mr. Martin. Well, assuming that such a return was mace. 

Mr. Parman. It was possible, wasn’t it ? 

Mr. Martrn. It was possible if you bought at the bottom and sold 
at the top. 

Mr. Parman. That is right, and some of them did, I suppose, be- 

‘ause we have a few lucky people in the country. 

Now, on these Government bonds, does the Board propose to do 
anything about that? Are they going to let them keep on sinking ? 
They are down to 96. Are they going to let them go down to 89 as the Vv 
did 2 years ago? 

Mr. Martiy. The Open Market Committee, through its executive 
committee aa through the manager of the account and the staff is 
watching them every hour of the day, I might say every minute of the 
day. 

Mr. Parman. What are they doing about it? They watched them 
go down to 98, and now 96. What are they going to do? When are 
you going to take some action ? 
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Mr. Martin. I cannot speak for the Open Market Committee. 

Mr. Parman. Well, you are chairman. What is your idea? Don’t 
you think you ought to do something ? 

Mr. Marrin. My idea, Mr. Patman, is that by and large the market 
forces will prevail. 

Mr. Parman. That goes back to where you think that the market 
forces are going to run the Federal Reserve when you have the power 
to create money and they don’t. 

Mr. Martin. Well, that goes back to the fundamental disagreement 
that you and I frequently have. 

Mr. Parman. Yes, sir. And you don’t have any plans, now, about 
supporting that? Mr. Martin, I want to call your attention to this 
one thing. It looks like a dangerous situation to me, and I am prompt- 
ed to bring it up by reason of the statement that the Secretary of the 
Treasury, Mr. Humphrey, made. In December he made this state- 
ment. He said in substance there are about $20 billion in these trust 
funds, invested in Government bonds, and he said that if there should 
be a demand on these trust funds, they would have to begin selling the 
Government bonds to supply that demand for money. What will 
happen if there is no support under those Government bonds? 

Don’t you view that as a dangerous situation, Mr. Martin? Here 
you have the Government trust funds invested in Government bonds, 
and the Federal Reserve System is just sitting idly by and letting 
those bonds drop from 100 to 99, 98, 97, 96, and if they act like they 
did 2 years ago, they will go down to 89. You could have a chaotic 
situation and a panic if an emergency demand on those trust funds 
developed, could you not, Mr. Martin ? 

Mr. Martry. Mr. Patman, I want to make it very clear that the 
Open Market Committee is not just sitting idly by. 

Mr. Parman. Well, what has it done? 

Mr. Martin. We have done many things as reported in our weekly 
statements. 

Mr. Parman. Tell me one thing you did last week that would help 

vut. 

Mr. Martin. Last week I gather that we neither bought nor sold 
securities. I don’t have the statement before me, but we didn’t either 
buy or sell. We have many factors coming into the money market at 
all times. We have a demand for currency that becomes quite large 
at certain pericds of the year, around Christmastime, and then after 
people have made their purchases—— 

Mr. Parman. I am not talking about Christmastime, I am talking 
about the week before last. What did you do to keep those bonds from 
going down ? 

Mr. Martin. I unfortunately didn’t refresh my memory as to what 
we did week before last. 

Mr. Parman. What did you do last month, or in the month of 
January ? 

Mr. Martin. I have not got the figures before me, but we publish 
a statement every week, and I would say that generally, because it does 
relate to the Christmas period, we have been letting bills run off, or 
selling securities in order to offset the return flow of currency from the 
Christmas holiday period. That is a normal operation at this time of 
year and it has to be measured very carefully in terms of the growth 
factors of the economy, so that we keep an even flow of credit. 
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Mr. Parman. January 25, Mr. Sproul made a speech to the New 
York State Bankers Association. You remember his speech, don’t 
you, Mr. Martin, in which he said that you were going to change the 
money policy, to make ita little harder. You read that? 

Mr. Martin. I saw some comments. 

Mr. Parman. That was the first announcement that had been made 
along that line and it was surprising to me that it would come from 
the President of the Federal Reserve Bank of New York and not from 
a member of the Board or the Chairman of the Board. It was a very 
important announcement. You agree to that, don’t you? 

Mr. Marrtrn. I take it it was an important announcement of policy, 
but Mr. Sproul was speaking as an individual. 

Mr. Parman. That is right, he was telling the policy of the Open 
Market Committee. Now when you distinguished gentlemen of the 
Open Market Committee were before our committee in December, you 
didn’t give us any reason to believe that you were going to harden the 
policy at all, but the impression I got during those hearings was that 
there was no reason why you shouldn’t consider an easier policy as you 
had in the past, and here in January, as a bombshell, coming from 
the President of the Federal Reserve Bank in New York, an announce- 
ment of the policy shift of the Federal Reserve Board and the Open 
Market Committee. 

Mr. Martin. Mr. Sproul was speaking as an individual, not as a 
representative of the Federal Reserve Open Market Committee, at 
the time he spoke. 

Mr. Parman. But he was announcing the policy that you would 
have to agree on, wasn’t he? 

Mr. Martin. Not as I would have interpreted it exactly. 

Mr. Parman. I see. 

Mr. Martin. We have a good many people sitting around the table. 
That is one of the advantages of boards, and people arrive at different 
conclusions for different reasons. 

Now Mr. Sproul made some comments as an individual. I have not 
studied those comments carefully, but by and large the actions of the 
Open Market Committee have been designed to stand as actions and 
not as announcements, 

Mr. Parman. Well I will not take up any more time, but this im- 
portant person who is Manager of the Open Market Committee and 
has the power to draw out the Federal Reserve notes by the billions of 
dollars, these new crisp bills from the Bureau of Engraving and Print- 
ing, and exchange them for new Government securities and keep the 
securities for the banks and require the Government to pay interest 
on them, that particular Manager is not even paid by the Board of 
Governors at all, but he is paid by the Federal Reserve Bank of New 
York, isn’t he, and he is under the jurisdiction of that bank and not 
under your jurisdiction ? 

Mr. Martin. He is an officer of the Federal Reserve Bank of New 
York. However, once a year we do approve the Manager of the open 
market accounts, provided for in the bylaws of the Open Market Com- 
mittee, and the bylaws of the Open Market Committee are adopted by 
the Full Open Market Committee. 

Mr. Parman. Mr. Sproul’s statement on which I invited your atten- 
tion, Mr. Martin, was that statement true or false ? 

Mr. Martin. I would have to have the statement before me. 
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Mr. Hirestanp. Mr. Chairman, a point of order. Will the gentleman 
please explain how his line of questioning has to do with the bill 
before us ? 

Mr. Parman. I would be very glad to. We are considering a 
monetary bill. It involves a large number of the banks of the country. 

The Cratrman. I think we ought to confine our questioning to the 
bill. 

Mr. Parman. I have already announced that these were all the ques- 
tions I was going to ask, but if the gentleman wants me to be technical 
about it and tell him why, I will be glad to do it. But I have finished 
my questioning. 

Mr. Hresranp. I withdraw the request. 

Mr. Parman. But I assure you that anything involving banking is 
appropriate. And this involves our general-banking system. 

‘The Cuatrman. I think it is of general interest, and we don’t follow 
specific rules of evidence. 

Mr. Parman. I would like to ask Mr. Martin to take that statement 
and comment on it. 

Mr. Martin. What statement is that ? 

Mr. Parman. The one Mr. Sproul made January 25, 1955, announc- 
ing the policy of the Open Market Committee. 

Mr. Martrn. I have already stated, Mr. Patman, that Mr. Sproul 
was speaking as an individual and not for the Open Market Commit 
tee. So you would have to interrogate him as to the extent to which 
he figured he was speaking for the Open Market Committee. The 
Open Market Committee did not authorize any statement of policy 
at that time. 

Mr. Murer. Mr. Chairman, 

The CuarrmMan. Mr. Multer. 

Mr. Mutrer. Mr. Martin, let’s see if we can clear up some of the 
things with reference to this proposed legislation. 

We have had bills of this kind before the Congress for many years 
now, or bills of this same type. 

Will you tell us, please, what is the situation that is sought to be 
corrected by this legislation ? 

Mr. Martin. It is pretty well outlined in our statement. The 
question of expansion, some check as to how far holding companies 
may expand their holdings. This question of banking and nonbanking 
interest, and the possible abuse of the banking function in a holding 
company using the resources, or the lending authority of the bank, 
to help its nonbanking interests, and the general problem of bank 
supervision. 

That, in general, is the problem that we are wrestling with here. 
Governor Robertson might like to comment on this point also. 

Mr. Murer. Let me make this observation and then either you or 
Governor Robertson can pick it up from there: As I understand it, 
when the antitrust laws were written, the Congress took into account 
that banking was a very specialized part of our economy, and they 
have deliberately said that the Federal Reserve Board would have 
jurisdiction over all antitrust violations in the banking field. Isn’t 
that so? 

Mr. Martin. We are a quasi-judicial body insofar as that is con- 
cerned. 
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Mr. Mutter. Yes. Now what we are trying to do here now is to see 
what part, if any, of the antitrust laws, as they apply to banks, need 
correction or extension or revision. Isn’t that the main purpose of 
this legislation? Isn’t it into that field that we are actually delving? 

Mr. Roserrson. It is in that general field, yes. 

Mr. Murer. And the operations of the banks and bank holding 
companies through the years have indicated there must be some such 
regulation as this. Whether or not it should be in this precise form, 
Iam not saying. Weare all agreed that there must be regulation so as 
to prevent antitrust violations in the banking field. 

Mr. Rosertson. I would state it a little differently. We should 
take action to prevent undue expansion of bank holding companies. 

Mr. Mutrer. That is based upon a principle that has been very 
frequently ennunicated by Mr. Wolcott of this committee, that he who 
controls the credit of the country, controls the lifeblood of the coun- 
try. That isa fair quotation, Mr. Wolcott ? 

Mr. Wotcorr. Almost exact. 

Mr. Mutrer. And banks deal solely in credit. And that is the situ- 
ation we are trying to address ourselves to here today. 

Mr. Woxcorr. I think I would put it the other way. Whoever con- 
trols the lifeblood of the economy controls the economy. 

Mr. Moutrer. I will take it that way. I think we mean the same 
thing. 

Now whether it is the State superintendent of banks, or whatever 
the officer may be who is acting for the State, or whether it is the 
Comptroller of the Currency, passing on whether there should be a 
branch or not, they look very carefully at who the bankers will be. 


Because after all, the bank is a corporation, it is a legal entity, but 
everybody concerned with the supervision and control of the banks 
wants to know who are individualities making up the bank, who are 
the stockholders, the directors, and the operating officers. 

Mr. Parman. Will you yield for a statement, Mr. Multer ? 

The chairman of our committee, Mr. Spence, when this bill was up 
in 1952, made this statement along the line you pursued: 


The CHAIRMAN. I think it is one of the greatest perils to free enterprise that 
exists today and to our free way of life, because I can see if there is a monopoly 
of money and credit in the country, and they also control the means of produc- 
tion, then you have the perfect monopoly, one which cannot be overthrown. 

I think that is a statement, too, along the lines you suggested. 

Mr. Muurer. Thank you, Mr. Patman. 

Now if I were going before the Comptroller of the Currency with an 
application for a national bank, 1 couldn’t go in there and say to him, 
the owner of this stock, of this proposed new bank, is going to be the 
XYZ Corporation. They would insist on knowing who are the indi- 
viduals who would own this stock, and who are the individuals who 
are going to be the directors, and even who are the officers, not only the 
elected officers, but the operating officers. I am right, am I not? 

Mr. Martin. I might ask Governor Robertson to comment on the 
general procedures followed. 

Mr. Roperrson. In general you are right. It is a little incorrect to 
say they could not go in and say the corporation is going to own the 
stock. The cor poration might own all the stock of the bank being 
chartered, but they would want to know about that cor poration, which 
is the same thing you are saying. 
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Mr. Mutter. They would go beyond the cloak of the corporation 
owning the stock and say : “Who are they ¢” 

Mr. Rorerrson. Thatisright. Great care is taken. 

Mr. Mutter. Why shouldn’t the same thing be extended beyond 
the actual corporation or organization of the bank and all the way up 
and down the line, as to who owns and controls those banks after they 
are organized ? 

Mr. Roserrson. We contend that that should be done. 

Mr. Muutrer. It is essential that the holding companies be regu- 
lated, then, and supervised to the same extent as the bank itself should 
be regulated and supervised, then ? 

Mr. Rosertson. If I may comment on that, they would not be regu- 
lated and supervised to the same extent as the bank itself, but certainly 
you should know whether or not that corporation is a good corpora- 
tion and is operating its banks soundly before you permit it to have 
another bank in its group. 

Mr. Mutter. Well, that is practically the same point. 

Mr. Ropertson. Yes. 

Mr. Mutrer. Now, Mr. Martin, as part of your main statement you 
indicated that any holding company affiliate that desires to vote stock 
owned by another bank must obtain permission from the Board of 
Governors. 

Mr. Martin. A voting permit, that is right. 

Mr. Motrer. What criteria do you use in determining whether 
or not a voting company affiliate should be permitted to vote stock 
of a bank? 

Mr. Rozertson. May I answer that? We make a thorough survey, 
of course, of the holding company affiliate before we determine 
whether or not a voting permit should be issued. That would include 
almost the samve survey that you would make in the event a bank was 
being chartered or a branch was being granted. In most cases you 
would know the organization because you would have been super- 
vising it to the extent that we do over the years. You would have 
some idea of how it operated its banks. You would have a good idea. 
So you would not have to make a new complete survey as you would 
in the case of the chartering of a bank. 

But in general you would make pretty much the same sort of an in- 
vestigation to determine whether or not the voting permit should be 
isued. 

Mr. Mutrrr. Then if the Board is to have the proper authority to 
function in the way it should with reference to holding companies, 
is it not essential that the law be written in such a way that these 
holding companies, bank holding companies, will be subjected to all 
of these restrictions and regulations and limitations, and privileges, 
too, as far as privileges go, to the same extent as you have the right 
to inquire into as to banks themselves ? 

Mr. Rorerrson. As was stated this morning, there are really two gaps 
in existing legislation. One is with respect to expansion. You have 
no control over it whatsoever. The other relates to combining of dif- 
ferent businesses under the same roof. There is no control there. 
Those gaps should be covered and this legislation purports to do that. 

Mr. Morrer. So if it is to be solely bank holding company, it should 
be restricted to those same restrictions that banks are subjected to? 

Mr. Rozertson. Yes. 
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Mr. Mutrer. And if the holding company is going to be used as a 
device to cross State lines, where the bank itself cannot cross State 
lines, we ought to know something about that. 

In other words, let me put it this way: If our theory of banking is 
right, that a bank organized by a State shall not be permitted to cross 
the State line and operate in an adjoining State or a far distant State, 
if we are right that national banks should be permitted to operate 
only in the State in which they are organized, shouldn’t we restrict 
bank holding companies to that and make sure they do not evade that 
principle? If the principles are wrong, let’s get some legislation up 
here and talk about what we should do about it. But if the principle 
as written into the law today is right, that State banks cannot cross 
State lines, and that national banks cannot cross State lines, shouldn’t 
we limit holding companies in the same way ? 

Mr. Roserrson. I don’t think so. 

Mr. Moutrer. What is the distinction ? 

Mr. Roserrson. The banks themselves, of course, are limited. They 
cannot go beyond State lines. But the owners of the stock of those 
banks should not. in my opinion, be limited to State lines. There are 
some States which welcome holding company operations. There are 
some States which purport not to welcome holding company opera- 
tions, but, of course, they cannot control outside corporations and, 
therefore, cannot prevent holding company operation at this time— 
ownership of the stock. 

But I do not see the comparison between a bank being prohibited 
from going beyond State lines and a holding company. A holding 
company is engaged in owning the stock of those banks. The banks 
which it owns and controls should not be permited to go beyond State 
lines. But as to the holding companies themselves, I see nothing to 
be gained in limiting them to that area. 

Mr. Mutrer. Now let’s go back to the organization. We are or- 
ganizing now either a national bank or a State bank. I go in there, 
to the Comptroller of the Currency if it is a national bank, the State 
authority if it is a State bank, and I have to show in my application 
that not more than a certain percentage, or a minimum, is without the 
State. It will run anywhere from a majority to two-thirds or three- 
quarters, depending upon the State. I think the national banking law 
is 75 percent limited to the community. 

Mr. Roserrson. I think so. 

Mr. Moutrer. If I go in there to organize a bank, and I do not meet 
that requirement, I cannot get a charter, is that not so? 

Mr. Rosertson. Yes, and the same is true if the holding company 
operates the bank. The same laws would apply. The majority of the 
directors of that institution would have to comply with those require- 
ments. 

Mr. Moutrer. Does the law as it exists today restrict a holding com- 
pany so that the holding company cannot own all of the stock of a 
national bank in New York? 

Mr. Rosertson. No, but that bank in New York, or wherever it is, 
would have to have directors that meet the requirements of state law. 

Mr. Mutter. As to the residence of the directors? 

Mr. Rosertson. That is right. 
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Mr. Mutter. But you say that all of the stock nevertheless could be 
held by a holding company wholly owned by people outside of the 
state ? 

Mr. Roserrson. Ordinarily all of the stock is not so owned. The 
directors have to have qualifying shares. 

Mr. Mcurer. But what we are trying to do is to get this law in such 
shape as to carry out the purpose and intent of the banking laws. 

Now, if it is intended that anybody anywhere in the country can 
own all the stock in a New York bank, the law should say so. But if 
the law is going to continue as it is on the books today and require 
upon organization that your national bank or State bank must be 
owned by most of the people living within the State, then the same 
limitation should apply to the holding company. 

In other words, what I am getting at is this: If banks, national or 
state banks, are supposed to be community projects, if they are sup- 
posed to be limited to the states wherein they are incorporated and 
doing business, then I say it is basically wrong to let a condition exist 
where most of that stock can be owned by an outsider—I mean some- 
body from outside the State. 

Mr. Roserrson. I think you are confusing two things: One, the 
qualification of directors. and two, the ownership of stock. ‘There is 
no law today in any State that I know of that requires that all of the 
stock of a bank in that State be owned by people who live in that State. 
For example today, in the case of the large banks, their stock is owned 
by people in almost every State of the Union. 

Mr. Mcurer. I think what you mean is that after a bank is organ- 
ized and operated, then you do not have any restriction on the transfer 
of the stock. I think you will find initially, however, upon organiza- 
tion, you must have stockholders living within the State, and a major- 
ity of them. 

Mr. Roserrson. I would doubt the accuracy of that statement, Mr. 
Multer. I think you would find that the directors would have to be 
within the State, or a given percentage of them; but as far as owner- 
ship of the stock, I do not know of a single statute which would re- 
quire that the stock must all be owned by people living within that 
State. 

Mr. Muurer. Let me ask you this practical question: If I apply for 
a national bank charter, the Comptroller of Currency calls upon the 
FDIC and Federal Reserve Board to advise him as to whether or not 
the bank should be organized, is that not so? 

Mr. Rosertrson. That is true. 

Mr. Mvutrer. As a practical matter, if a group of people came to 
the Comptroller of Currency and asked for a charter for a bank in 
the State of New York, and all of the organizers—not the directors, 
but all of the proposed stockholders—lived in California, would your 
Board recommend that ? 

Mr. Rosertson. I doubt it very much and I doubt if any one of the 
three agencies would approve it either. 

Mr. Mctrer. Well, what about that ? 

Mr. Rorertson. Well, that is a different situation. You are char- 
tering a new bank. You are not buying stock which has already been 
issued. 

Mr. Mouurer. Are we not kidding ourselves ? 

Mr. Rorertson. I do not think so. 
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Mr. Motrer. We are not going to let them organize in the first 
place with people from California, but the day after they have organ- 
ized we are going to let them transfer the stock to the California 
owners. Are we not just kidding ourselves then ? 

Mr. Roserrtson. I do not think so. How do you prevent an individ- 
ual distributing his stock as he wishes? Take the holding company 
which wanted to expand by acquiring a new bank in a given situation. 
It might have to purchase that stock from people who are located in 
every State in the Union. 

Mr. Mcurer. That is because it is distributed. 

Mr. Rosertson. Certainly. That is the reason I draw the distinc- 
tion between the chartering of the bank in the first place and the acqui- 
sition of stock or control in the second. 

Mr. Meurer. Isn't that one of the problems that this bill presents to 
us? Isn’t that one of the things we must solve in this legislation ? 
We don’t want holding companies in New York owning a bank in 
California. We do not want a holding company in California owning 
a bank in New York. 

Mr. Rozerrson. I do not see that as a real problem, no. There are 
companies, and very good companies, which operate in several States. 
All of their banks are well managed, well operated banks. I see 
nothing wrong whatsoever in a holding company owning control of 
the stock in a State other than that in which it is presently operating. 

Mr. Mutter. Reconcile that with your statement that you would 
not. recommend in the first instance the organization of the bank. 

Mr. Rorerrson. That is the chartering of the bank. 

Mr. Mutrer. What is the difference ? 

Mr. Roserrson. The situation is this: If you were passing upon 
the application of a holding company to acquire a new bank, through 
acquisition of the stock, what you would do would be to determine 
the status of that company and whether or not it was operating its 
existing bank soundly and well. If it were, I don’t think you should 
care whether or not it was locally owned or whether the stock of the 
holding company was scattered. 

What you would be interested in, it seems to me, would be a good 
sound system of banking and well-managed individual banks within 
that system. 

Mr. Murer. Then why do we not extend the principles and say 
the national bank can have a branch anywhere it pleases in the coun- 
try if it is under sound management. 

Mr. Rosertson. I think a State, for example, could not authorize 
a bank within its confines to have a branch elsewhere without running 
into conflict with any other State. 

Mr. Mutter. If the other State would allow it, then it could. 

Mr. Roserrson. That is what I say. Now, as far as the national 
branch law is concerned, when that law was enacted, the guidepost de- 
termining whether or not a bank could have a branch and how many 
and how far and how widespread, was the State laws, in order that 
there should be fair competition between the State banks and the 
national banks, in furtherance of the principle of dual banking in 
this country. ‘That is the reason for the limitation on the branches of 
national banks, not an idea that if they did have a branch in some other 
State it would be necessarily bad. 
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Mr. Murer. Well, I am still old fashioned enough to think that 
the original concept of limiting the banks to their own States was a 
good one, and I think it ought to be carried out to the extent of limit- 
ing the holding companies accordingly, too. 

I do not think it is good for the country and for the banking fra- 
ternity to have holding companies owning banks all over the country. 
But that is only one man’s opinion. 

Mrs. Grirriviis. Will you yield ? 

Mr. Mutrer. Yes. 

Mrs. Grirrirns. Aren’t you permitting them to do indirectly what 
you will not permit them to do directly, then ? 

Mr. Roperrson. I don’t think so. 

Mrs. Grirritius. Why don’t you think so? 

Mr. Rosertrson. Because the holding company is controlling the 
banks themselves. The bank still has to comply with all the laws of 
the State. They are not doing indirectly what they cannot do directly. 
They have a series of individual banks. But in each instance they have 
to comply with the State laws, just as though an individual in New 
York City owned a considerable portion of the stock of a bank in 
Chicago. 

Mrs. Grirritus. They comply with every part of the State law 
except actually the control of the banks outside the State ? 

Mr. Rosertson. That is right. 

Mrs. GrirritHs. But that is what the State tried to keep them from 
doing, having control outside the State ; is it not ? 

Mr. Rosertson,. I do not think so. 

Mr. Fountarn. Mr. Multer, if the policy which you enunciate were 
to become law, wouldn’t you have to pass another law prohibiting me 
from selling my stock to somebody in New York, if I owned stock in 
a bank in North Carolina? 

Mr. Mutter. I think that would have to be part of the law applica- 
ble to the initial organization of a holding company. If we amended 
our statute to say that X number of people in each bank must be resi- 
dents, or stockholders, must be residents of the State, I think that 
would be valid. That is the point I was trying to pursue. I am not 
trying to get into that kind of a situation, or to require that situation 
in the case of the banks themselves. But I am anxious to see that it is 
carried out as far as the holding companies are concerned. Because 
they are even further removed from the actual control and operation 
of the bank. 

It is bad enough if the ownership of the bank is spread throughout 
the country and very little right at home where the bank is operating, 
but it is much worse if the ownership is spread through a holding com- 
pany that way. 

Mr. McDonoucu. Why do you think it is so bad to have the owner- 
ship spread all over the country, if the policy of the bank is established 
by the operators in the area where it is doing business is satisfactory 
to the State laws and the depositors and creditors of the bank, why 
should it be so bad that the ownership, either through stock or holding 
companies, is spread all over the country ¢ 

Mr. Mutrer. For the same reason that we have the Sherman anti- 
trust law and the Clayton Act and the Patman Act. It is a situation 
which is bad not because of bigness, but it is a situation which throttles 
competition, and when you are throttling competition among banks, 
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you are throttling business. It is typical of the situation occurring 
every time you have a bank merger. A man is entitled to a credit of 
a hundred thousand dollars. No one bank will give it to him. He 
goes to two banks. Next week the two banks merge. He will only get 
$50,000 because the bank will not carry him for more. 

Mr. Mumma. The amount of money the bank can loan is dependent 
upon their surplus, and when you take two banks and put them 
together, they can loan the man just as much proportionately. Have 
you ever had any personal experience against my statement ? 

Mr. Muster. Yes. 

Mr. Mumma. [ have had in favor of my statement. 

Mr. Moutrer. You may have had it that way. 

Mr. Mumma. It depends on the surplus. 

Mr. Mutter. You were talking, Mr. Mumma, about how much they 
are allowed to lend as their legal maximum. I am talking about the 
practical operation. 

Mr. Mumma. Well, that is due to supply and demand. 

Mr. Mutter. No, no, I am talking about the situation where a bank 
can lend a million dollars, and this man walks in and presents his 
credit statement and he is entitled to a hundred thousand dollar line 
of credit. But his banker says “I won’t carry you for that much. 
I will only carry you for half. Try my friend down the street for 
the other half.” 

Mr. Mumma. I do not believe it works that way. 

Mr. Mutter. I have seen it work that way. I have been counsel 
for banks around the city of New York since 1923 and I assure you it 
works just that way and it is working that way today with these 
mergers going on every day in the city and State of New York. 

Mr. Mumma. It is not that way in Pennsylvania. 

Mr. Mutter. I will have to tell my people to go to Pennsylvania for 
some of their loans. 

Mr. Mumma. May [ask the Governor a question ? 

Mr. Mutter. The point I was making was this: This legislation 
we have before us now is part and parcel of the antitrust theory of 
legislation. If that principle is good, we have got to work it out 
here, too, and see that it is made to work in this field of our economy 
as it works in the other fields. That is the thing we have got to keep 
in mind when we try to put this bill in shape. 

Mr. McDonoveu. The antitrust laws are for the purpose of prevent- 
ing any one group controlling the manufacture and distribution of 
some commodity ; isn’t that true? 

Mr. Mutter. Yes. 

Mr. McDonoveun. In this instance we are talking about the organ- 
ization of a bank, say, in the State of New York, owned by people 
who may live in Ohio, Indiana, Michigan, Minnesota, or what have 
you, both as to immediate stockholders and as to holding company 
stockholders. 

If the policy of that bank in New York monopolizes the credit in the 
area in which it operates, the fact that the people in Minnesota, 
Michigan, and Ohio had nothing to do with that, but it is the opera- 
tion of the bank itself, why should the ownership of the stock in the 
holding company, in other than the State in which the bank operates, 
have any effect on the policy and operation of that bank. Do you 
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have an answer to that question? General Motors’ stock is owned all 
over the world. 

Mr. Murer. My answer is to pose the question whether or not 
General Motors shouldn’t be broken up and whether you shouldn’t 
have 5 or 6 companies instead of just the 1. It is that same principle 
which applies to banking which is affected by this law, and the reason 
why the Federal Reserve Board is supposed to have jurisdiction to 
prevent monopolistic practices of banks. 

Mr. McDonoven. But there is no charge against General Motors 
that it is violating the antitrust laws. 

Mr. Murrer. Well, let’s not get into that. 

Mr. McDonovucu. Well, the policy of operating a bank, issuing 
credit, to the people in the area in which it operates, is a far different 
situation than manufacturing a commodity sold all over the world. 

Mr. Mutter. Do you think it is all right for a holding company to 
control General Motors Corp. and 4 or 5 banks, 1 in New York, 1 in 
California, 1 in Detroit? Is that all right? For the same company 
to control General Motors and half a dozen banks ? 

Mr. McDonoveun. I see no reason to oppose it if other automobiles 
are offered to the public to buy. They are not making all the auto- 
mobiles. 

Mr. Mutter. I am not talking about automobiles. I am talking 
about a holding company. The principles presented to us for deter- 
mination by this bill is just this: Shall large companies like General 
Motors—I do not know whether General Motors owns any banks—but 
take your Transamerica Corp., which is the typical example. Every- 
body talks about that when you get into this problem. They owned 
insurance companies, manufacturing companies, processing com- 
panies, retail companies, they own banks, and motion-picture com- 
panies. If you think that is good, then you vote against a bill like 
this. I think that is very bad. I do not think that should be allowed. 

I think Mr. Martin mentioned earlier that the Transamerica Corp. 
had disposed of its Bank of America holdings. Is that correct ? 

Mr. Martin. Yes. 

Mr. Mutrer. But they still own some other banks; do they not? 

Mr. Martin. Yes. 

Mr. Mutter. Transamerica Corp. still owns today, I think, 47 other 
banks, with 109 branches, after having disposed of Bank of America, 
with some 500 branches. In addition to those banks, Transamerica 
owns a life-insurance company. It owns banking stock in some, I 
think, 30 other banks—almost enough to control some of them. I do 
not think that is a good situation. 

Mr. McDonoven. Let me ask you this: Suppose these motion- 
picture companies and these insurance companies, and these other 
banks, and these other corporations which Transamerica owns, 
couldn’t operate without the financing Transamerica provides. That 
would throw a lot of people out of employment, it would not stimulate 
the industry in the area 

Mr. Mutter. You know the answer to that, Mr. McDonough. Did 
a single branch of Bank of America close when Transamerica sold its 
stock / 

Mr. McDonoveu. I do not know. 

Mr. Moutrer. Well, I assure you they did not. 
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Mr. McDonoven. You know as well as I do that many a company 
cannot operate if it does not get credit from a bank. 

Mr. Mutter. You do not give credit to a customer because a holding 
company owns the bank. If anything, you throttle the credit by that 
device. That has been the experience. 

Mr. Kitpurn. May I respectfully suggest we get the testimony 
from the witnesses ? 

Mr. Mutrer. I think that isa very good idea. 

Now if I may, Mr. Chairman, Mr. Martin, you referred to the fact 
that the bill gives statutory exemption to bank holding companies 
operated principally for charitable religious and similar purposes. 
Are there such bank holding companies ? 

Mr. Rosertson. Yes, there are. For example, the Mormon Church 
has four banks. It has other businesses also. 

Mr. Murer. Are there any charitable organizations or founda- 
tions that are in the nature of bank holding companies ¢ 

Mr. Rorertson. I can think of none. 

Mr. Mutrer. Now, as to the nonbusiness interests. 

Mr. Rosertson. That is designed to take care of companies which 
the holding companies will have to provide services for the bank’s 
management. A company which owns the building in which the 
bank operates is an example. 

Mr. Murer. Would you not include in that a mortgage servicing 
company ¢ 

Mr. Rosertson. I might very well. 

Mrs. Sutnivan. I would like to ask Governor Robertson whether 
this bill would prohibit bank holding companies from owning small 
loan companies or companies engaged in the installment financing 
business ? 

Mr. Rosertson. That would be determined by the character of their 
business and whether or not those companies would be considered to 
be merely an arm of the bank itself. If not, I should think they would 
be covered by the bill. 

Mrs. Sutiivan. Do banks buy up these papers for installment fi- 
nancing ? 

Mr. Rosertson. If I get what you mean, banks do buy installment 
paper. They buy installment paper and they also make installment 
loans direct. 

Mrs. Sutuivan. And the finance company does the same thing. 
Would this bill prohibit a bank holding company from engaging 
directly in the loan business or in the installment financing business ? 

Mr. Roverrson. This bill would not prohibit the bank holding com- 
pany from itself engaging in the banking business. That is the reason 
a bank may be a bank holding company. 

Mr. O’Hara. Is it a fact that the money used in financing consumer 
credit, including small salary loans, is all obtained from banking in- 
stitutions ? 

Mr. Rosertrson. No, not entirely. 

Mr. O’Hara. In years gone by, that was true? 

Mr. Roserrson. Yes. 

Mr. O'Hara. That has been changed, has it ? 

Mr. Rosertson. No, they still obtain a great deal of money by bor- 
rowing from banks and then lending at higher interest rates, but 
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today a large amount of the money with which they operate is obtained 
from selling securities to the public at large. 

Mr. Mvutrer. Are there any mutual savings banks that own bank 
holding companies ? 

Mr. Roserrson. No, I think not. I don’t know exactly what the 
figures are, but I understand that there are approximately 8 mutual 
savings banks which own 25 percent or more of the stock of 2 or more 
banks, 1 of which owns, I think, 100 percent of the stock of a bank, 
but I know of none which owns any holding companies. 

Mr. Mutter. Is it your suggestion that if this legislation should be 
enacted, that mutual savings banks should come within the same pro- 
hibitions and regulations ? 

Mr. Rosertson. As any bank. 

Mr. Mutter. As anybody else? 

Mr. Ropserrson. Yes, I see no real reason for differentiating. There 
may be some. 

The Cuarrman. How greatly would the mutual savings banks be 
affected by that provision ¢ 

Mr. Koserrson. Almost insignificantly; aside from those eight that 
I mentioned, there wouldn’t be one in the country affected, 1 under- 
stand. 

Mr. Mutrer. The suggestion is made that it is not necessary to in- 
clude any provision with respect to acquisitions of bank assets by a 
holding company. 

Mr. Roserrson. That is right. 

Mr. Mutrer. Now you know that we ran into difficulty with other 
legislation, where the prohibition was against acquiring the stock of 
the company. We found that it didn’t go far enough. Then we had 
to amend the law so that it would also prohibit the acquisition of assets 
of the company. Won’t the same thing apply here? 

Mr. Ropertson. I think not, because if the bank holding company 
were itself a bank and it acquired the assets of another bank; it would 
have to get approval of the supervisory authorities before it would 
establish a branch. It would have to establish a branch in order to 
replace the assets of the bank which it had acquired. If it were a 
merger, it would ordinarily have to get approval of some bank super- 
visory agency. 

If it were a nonbanking bank holding company, it wouldn’t do it 
any good to buy the assets. It couldn’t in the first place. In the 
second place, you don’t acquire control of a bank through purchasing 
assets. You acquire control through purchasing bank stock. So it 
seems superfluous. 

Mr. Mvutrer. I don’t know of any actual example, but I have heard 
it said that one objection to a bank holding company is that it can 
easily eliminate competition, because it goes in and buys two banks, 
and where it wants to get rid of one, instead of buying the stock, it 
buys the assets and closes one of them out. 

Mr. Roserrson. I would ask for examples of that. I think you 
would find it difficult, Mr. Multer, to have examples pointed out to 
you where that is true. 

Mr. Mutrer. Would there be any objection to the law requiring 
the acquisition of the bank assets be subjected to the same regulation 
and approval as the acquiring of bank stock ? 
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Mr. Rosertson. No, except that you run into difficulties. If you 
prohibit a bank from buying the bank assets of another bank, you 
are really combining your merger problem into a bank holding prob- 
lem, and it doesn’t belong there. 

Mr. Murer. Now as to the administration of this act in the event 
it should be enacted, do you think it properly belongs with the Federal 
Reserve Board, or with the Comptroller of the Currency, as far as 
national banks are concerned ¢ 

Mr. Roserrson. In my own view, and I think I can speak for every 
member of the present Board, the’ power of the agency would be so 
limited, relating only to expansion, that it doesn’t make any difference 
in the world to which : agency you give it. Any one of the three Fed- 
eral agencies that I know anything about could do this job equally 
well. 

The Board is not interested in putting forth the point that it should 
have this job, not at all. We don’t think it is really important as to 
which agency gets it, so long as that agency has both the responsibility 
and the job. 

Mr. Mutrer. The only reason I have raised the question is that the 
Comptroller of the Currency had the responsibility in the first instance 
for the organization of new banks, and establishment of branches of 
national banks. Of course, he doesn’t have any jurisdiction over State 
banks. 

Mr. Roserrson. The difficulty of the legislation is today that it ap- 
plies only to member banks. It should apply to all banks. 

Mr. Mutter. It should apply to all banks, whether members of the 
System or not. That is the point I was making. 

Mr. Roperrson. It certainly should. 

Mr. Kitpurn. As I understood Mr. Martin’s statement this morn- 
ing, he did think it was important to have that control in one place. 

Mr. Martin. That is correct, in one place. 

The Crarrman. Mr. Robertson, if we succeed in passing an act to 
prevent bank holding companies going into nonbanking business, we 
have gone a long way in remedying the evils that exist now, have we 
not / 

Mr. Rowertrson. We will have gone a long way, and we will go much 
further if we provide they can’t expand without approval. 

The Cuatrman. Those are the two main things, to prevent them 
from going into nonbanking business, where they control industry, 
and credit and money in the same hands, and if we could prevent the 
expansion and c1 reation of bank holding companies without any regu- 
lation or permission by the regulatory agencies. 

Mr. Roperrson. You are exactly correct. 

The Cuarrman. If we accomplish that purpose and cast all the 
rest aside, we have gone a long way, haven’t we ? 

Mr. Ronerrson. Almost the entire distance. 

The CuarrmMan. Baron Rothschild, who controlled the credit and 
money of nations, said “Let me control the money of a nation and I 

care not who makes its laws.” And I think that is one of the worst 
monopolies that could exist, if you put credit and money and industry 
in the same hands. It means the ruination of many small communi- 
ties, isn’t that true? 

Mr. Rosertson. It is our view. 
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The Cuarrman. And I hope we at least accomplish that purpose 
at this time. 

Mr. Brown. This bill doesn’t change the status of present insti- 
tutions. 

The Cuatrman. It does not and I don’t think it should. The hold- 
ing company has not been prohibited by Federal law. But it would 
be manifestly unjust to attempt to destroy them after we have ac- 
wuiesced in their activities for so many years. All we want to do now 
is to leave the holding company generally in its status quo except 
with respect to divestment of nonbanking businesses, but not allow 
them to expand any further without governmental agencies’ approval. 

Mr. Parman. Mr. Chairman, you stated expand. Now this expan- 
sion could probably be brought about in two ways. One is by acquir- 
ing new units, which this would prohibit. But it would not prevent 
them from becoming larger in the future. They could expand that 
way. 

The Cuarrman. They could expand that way. There is nothing 
wrong with big banks in the large centers of industry and population. 
Small banks couldn’t accommodate the needs. That is not what we 
are striking at in this bill. We are striking at the evils of simultaneous 
control of money, credit, and business. It not only destroys competi- 
tion but ruins American citizens in competition with them. 

Mr. Founratn. May I ask Governor Robertson one question? 
Earlier in response to a question by Mr. Reuss, sitting next to me, you 
stated that you agreed with all the declaration of policy as set forth in 
H. R. 2674, with the exception of the first three lines. 

Mr. Rozserrson. The last three lines, sir, on page 2: 

* * * and to subject the business and affairs of bank holding companies to 
the same type of examination and regulation as the banks which they control. 

Well that is impossible. 

Mr. Fountatn. You said it did not state a true fact. 

Mr. Rogerson. I don’t think it does. You can’t control them and 
regulate them just as you do banks themselves. 

Mr. Krieurn. Would you yield, Mr. Multer? 

Mr. Motrer. Surely. 

Mr. Kireurn. Along with what Mr. Spence said, do I understand 
correctly that the provisions of this bill, some of them, now prevent the 
expansion, under certain conditions, of some holding companies? They 
can’t get a branch at all? Is that a good provision ? 

Mr. Rorerrson. That is not the way I understood the statement or 
the bill itself. They can’t expand without regulation or without ap- 
proval. 

Mr. Kirsurn. One section of the bill refers to the State branch 
banking law. 

Mr. Rosertson. Oh, that is a different thing. We object to that. 
We don’t think a holding company ought to be treated exactly the 
same as under branch banking, unless the State says so. 

Mr. Kitgcrn. That is what I was getting at. 

Mr. Roserrson. I misunderstood. 

Mr. Kitzurn. In other words, Mr. Spence says you don’t want to 
stop the growth. You do want to stop it if it is going to be monopo- 
listic, but I don’t think the chairman means that he wants to freeze a 
—— company just as it is forever. If you did, it would go out of 

yusiness. 
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Mr. Rosertson. I didn’t so understand it. 

The Cuatrman. I meant no such thing. 

Mr. Kitsurn. I didn’t think you did. 

Mr. O’Hara. Will the gentleman yield ? 

Mr. Mutrer. I yield. 

Mr. O’Hara. Governor Robertson, I am in confusion and I would 
appreciate a little clarification. I judge from the questions of the 
gentlewoman from Michigan that she has the same doubts in her mind. 

What is the purpose, when you are passing upon an application for 
a charter for a new bank, of requiring the petitioners to be persons of 
character and responsibility who reside in the community ¢ 

Mr. Rosertson. Ordinarily the local people are going to know more 
about what the community needs in the way of additional banking 
facilities. ‘These are additional banks which are going in. 

The requirement is that the directors, a majority of them, shall be 
residents of that area, on the theory that they will know the needs of 
that community. 

‘Those same rules would be applicable in the case of holding com- 
pany ownership. 

Mr. O’Hara. How are directors of banks selected? Who elects 
them ¢ 

Mr. Rozertson. The shareholders. 

Mr. O'Hara. The shareholders? 

Mr. Rowerrson. Yes. 

Mr. O’Hara. Then if a holding company controls the shares of a 
bank a thousand miles away from the home office of the holding com- 
pany, that holding company and not the people resident in the com- 
munity of the bank elects the directors ? 

Mr. Ronertson. That is right, but those directors under any State 
law that I know of, would have to own qualifying shares of stock. 

Mr. O'Hara. Well, isn’t that just a nominal holding? 

Mr. Ronerrson. Yes, it is nomin: al, but the holding company then 
couldn’t own, outright, a hundred percent of the stock. 

Mr. Muurer. But it could own control ¢ 

Mr. Roserrson. Oh yes, sir. 

Mr. O'Hara. It would control and by voting its shares actually 
would decide the makeup of the board of directors. 

Mr. Rosertson. That is right. 

Mr. O’Hara. These directors of course, would have to qualify under 
the requirements, but nevertheless, their selection would be controlled 
by the holding company, which may be located a thousand miles away 
and itself be under the control of interests hostile to the natural and 
legitimate interests of the community in which the bank is located. 

My confusion is this: How do you make consistent your require- 
ment of local ownership at the time of charter of a bank and your posi- 
tion that it is perfectly proper that the day after the granting of the 
charter the shares of the bank may be acquired and held by a holding 
company in some other part of the country ¢ 

Mr. Rorertson. Once the shares are issued 

Mr. O’Hara. Isn’t there an inconsistency there 

Mr. Roserrtson. I don’t think so. There may be, but I don’t think 
so. Once the shares are issued you can’t put limitations upon whom 
those shares will be sold to by those shareholders. 
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Furthermore, if you put another limitation on such as the one you 
are suggesting, you are going to make it very difficult for the large 
banks of this country to get new capital by selling new stock, because 
to get that new capital they must sell shares to people throughout 
these United States. 

To limit them to only the people of California, or New York City, 
would really put a crimp in their ability to get new capital. 

What the holding company does. vou see, is to provide capital 
through stock ownership. for those banks. The banks are managed 
and operated by the people that are on the ground. The direction is 
given from the top, through the holding company. 

Mr. O’Hara. Is it not true that wherever you have ownership of 
shares vou have control of the corporation ? 

Mr. Rorertson. Yes: it is. 

Mr. O’Hara. Control is vested in the ownership of the shares? 

Mr. Rovrertson. T think there is no doubt about that. 

Mr. O’Hara. Then let me put this case to you: Suppose in the State 
of Illinois, in a community where labor is organized and wages main- 
tain a healthy local economy, a bank which was organized by local 
people to service the credit needs of local industry is sold to a bank 
holding company miles away, where there may be an entirely different 
labor climate. Is there not the possibility that in this manner local 
sources could be dried up to the hardship of industries in that com- 
munity that are friendly to labor? 

Mr. Roserrson. Well it would be possible. It also would be pos- 
sible for a group of antilabor people to go in and buy that stock with 
the same view in mind, and I don’t know how you would prohibit that. 

There is one difference where you have the corporation. If it is 
subject to control, with respect to expansion, that would be one of the 
factors that you would be able to determine in advance before you 
permit*ed it to go in and buy up that stock. 

On the other hand, as far as individuals are concerned, you couldn’t. 
Yon would have no way whatsoever. 

Mr. O’Hara. I appreciate the gracious and generous way in which 
you have sought to remove my confusion, but in all fairness, I must 
say to you that I still am confused. If it is advisable when you charter 
a bank to insist upon the people back of the bank being local persons 
of character and standing, why is not the same rule applicable the 
day after the bank is chartered? 

Mr. Ropertrson. Would there be a difference in your mind if a cor- 
poration from the far side of Illinois were to come into that same 
community and buy control? Would there be any difference between 
that situation and the situation where a corporation comes down from 
Minnesota. for example, to brry that stock for the same purpose? 

Mr. O’Hara. I would say that as nearly as is practical and possible 
persons of character and standing who are residents of the community 
should control the bank or banks of that community. If the rule is 
good to apply when the bank is chartered, that rule is equally good 
the next day or the next year or the next century after the bank is 
chartered. My mind, however, is open and at this stage I merely am 
seeking information to guide me to conclusions. 

Mr. Rosertson. The only way in which you could make that con- 
sistent would be to prohibit the sale of any stock of any bank within 
the State of Illinois to anyone outside the State of Illinois. 
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Mr. McDonoveu. That wouldn’t solve your problem, because the 
same evil forces that you are talking about that are a thousand miles 
away, may be within the State of Illinois and they would acquire 
the control of the bank you are talking about and operate it against 
the interests of those originating it. 

On the other hand, as I understand your question, don’t you realize 
that the people who originated that b: ink have the right to say yes or 
no as to who shall buy it, or purchase it or control it ¢ 

Mr. O’Hara. When a bank is chartered, those people who charter 
the bank are doing it for the benefit of the entire community. They 
are much in the position of one who operates a public utility. A bank, 
in the sense that it supplies the credit source necessary to the business 
life of the community, is the same as a public utility that supplies the 
materials and services necessary to the lives of individuals and of 
yroups. 

Mr. Mutrer. May I continue, Mr. Chairman ? 

Mr. O’Hara. Thank you for yielding, Mr. Multer. 

Mr. Murer. I think, of course, the “underlying principle we must 
always remember is that whereas at one time everybody had the right 
to go into the banking business, today it is no longer a right but it is a 
privilege extended to you by the State and National Government 
authorities. 

Now, to go back to one or two other things before I conclude: 
There is one principle that I have always disliked, I think most bank 
supervisors, and men like yourselves, probably have the same feeling, 
and that is about the so-called self-dealing, of a bank lending to its 
own Officers and stockholders. Of course, we do have some limitations 
in the statutes now. 

Don’t you think this is a good place, also, to put appropriate limita- 
tions on so-called self-dealing, so that a bank will be limited in its 
dealings with a holding company, and the holding company with a 
bank? 

Mr. Roserrson. There are existing provisions of law today which 
deal with it so far as member banks are concerned. Now, that is 
designed to provide for the safety and soundness of the banks that 
are members of the Federal Reserve System, all national banks and 
those State banks which are voluntarily members of the System. 

We feel that those provisions are not desirable in legislation of this 
type, because the State itself should be in a position to enact its own 
laws, more or less restrictive, if it wishes to take care of that kind of 
a situation. It relates to bank supervision, and I doubt the desir- 
ability of the Federal Government stepping into the State field any 
more than is necessary. 

Mr. Mutter. Isn’t it more than just a matter of State rights versus 
Federal rights? Couldn’t it very easily destroy the Federal Reserve 
System if your member banks were to lend to their officers without 
limitation? 

Mr. Roserrson. As far as member banks are concerned, we say there 
should be limitations. As far as the others, we say it is desirable, but 
leave it to the States. 

Mr. Mutter. Well, in legislation of this kind mustn’t we do some- 
thing further to give you ‘that further protection as to the holding 
company, so that “the bank cannot lend to the holding company in 
excess of those limitations ? 
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Mr. Rozerrson. Yes; but it is not for our protection, but for the 
protection of the banks, themselves. The States have in many In- 
stances enacted laws for just this purpose. They should be free to 
enact even more severe laws if they wish. 

Mr. Mutter. The point I make is the harm that may be done to one 
bank, when multiplied by many banks, is also hurting the Federal 
Reserve System. You can survive the failure of 1 bank, 2 banks, or 
10 banks, but if you allow a general situation to occur then you can 
get. into trouble because it may hurt all the banks and thereby hurt the 
system, too. 

Mr. Rorertrson. Of course, that is the argument put up for the idea 
that you ought to have one banking system in this country instead of 
a dual system. There are advantages and disadvantages both ways. 
But one of the advantages of having a dual system is that the States 
can determine themselves what laws shall be enacted for the protection. 
and safeguarding of the depositors’ funds in State banks. 

The difference is that State laws can control the banks within their 
area, the banks they have chartered; but they cannot control the out- 
side bank holding companies. 

Mr. Meurer. But as long as we have a Federal Reserve System and 
an FDIC I don’t want to wait for any State bank to prevent anything 
going on in the banking system or in any one bank. I think if we 
-an prevent any possible danger, we ought to do it. 

Mr. McDonoven. You mean set up minimum standards ? 

Mr. Murer. Yes, sir. 

Mrs. Grrerirus. You have continuously said that of course we can- 
not control the sale of the stockholders’ stock, but immediately after 
the bank is organized they can sell to anyone they want to. That 
is true, | agree but we can control what the holding company can buy, 
can’t we? 

Mr. Roserrson. Yes; definitely so. And we would under this bill. 

Mrs. Grirrirns. I see. The question is really how we can control a 
holding company and to what extent. And the fact that a stock- 
holder can sell to anvone it doesn’t have anything to do with it, because 
we can control the holding company ? 

Mr. Roserrson. Yes, that is right. 

Mr. Muvrer. Have you had an opportunity to examine H. R. 685 
and to compare it with this bill?) There are some provisions in H. R. 
685 which are not in this bill, Have you had an opportunity to 
examine it ? j; 

Mr. Roserrson. I have not had an opportunity. I know it exists, 
and I have glanced at it, but I have not studied it. I am not in a posi- 
tion to make a comparison. 

Mr. Mutrer. I would appreciate it if you would look at it and give 
us your comments on the additional sections of 685 which are not in 
H. R. 2674, and indicate whether they would be good or bad. 

Mr. Roverrson. I will be very glad to do so. 
Mr. Muurer. Thank you, Mr. Chairman. 
(The matter referred to above is as follows:) 


COMMENTS ON H. R. 685, REGULATING BANK HoLpInG CoMPANIES 


Except in a very few respects, the bill H. R. 685 introduced by Mr. Multer on 
January 5, 1955, is identical with H. R. 2674 introduced by Mr. Spence. It ap- 
pears that H. R. 685 contains only three provisions which are not contained in 
H. R. 2674, These provisions, with the Board’s comments, are indicated below : 
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1. Section 2 of H. R. 685 contains a declaration of policy to the effect that for 
the purposes of the act a bank holding company and its subsidiary banks shall 
constitute a brank banking system. The Board feels that this is not a correct 
statement, since bank holding company groups and branch banking are two dis- 
tinct types of multiple-office banking with respect to which the States should be 
ieft free to deal differently if they desire to do so. 

2. Section 5 (b) of H. R. 685 would make it unlawful for a bank holding com- 
pany which is itself a bank or for any subsidiary bank of a bank holding company 
to acquire all or substantially all of the assets of any bank, except with the prior 
approval of the Comptroller of the Currency, the appropriate State supervisory 
authority, or the board of governors, depending upon the nature of the acquiring 
bank. For reasons previously stated, it is believed that it is unnecessary in this 
legislation to deal with acquisitions of bank assets. To the extent that it may 
be desirable further to restrict banks in acquiring assets of other banks, the 
matter is one which should more appropriately be dealt with by amendments 
to the banking laws. 

3. Paragraph (5) of section 6 (b) of H. R. 685 would exempt from the divest- 
ment requirements of the bill ownership of shares or other securities or obliga- 
tions of an investment company which is not a bank holding company and which 
is not engaged in any business other than investing in securities, with a provision 
authorizing the Board to require a bank holding company to dispose of any such 
shares, securities, or obligations if it determines that their ownership results in 
violation or evasion of the purposes of the act. Since investment companies nor- 
mally have interests in various kinds of business organizations, this broad exemp- 
tion would appear to be inconsistent with the basic purposes of the bill. However, 
there would seem to be no objection to a provision such as that contained in 
Hl. R. 2674, which would permit a bank holding company to own shares of any 
nonbanking organization up to not more than 5 percent of the organization’s out- 
standing voting securities. 

H. R. 685 omits certain provisions of H. R. 2674 with respect to which the 
views of the Board have already been stated. Thus, section 5 (d) of H. R. 685, 
unlike the corresponding provisions of H. R. 2674, contains no provision which 
would permit a bank holding company or its subsidiary to acquire bank stocks 
or assets in a State in which such acquisition is affirmatively authorized by the 
statutes of such State. The bill omits the provision of H. R. 2674 prohibiting any 
certificate evidencing the shares of the bank holding company from also evi- 
dencing the shares of a nonbanking organization. Also, the bill does not con- 
tain certain exemptions from the divestment requirements which are contained 
in H. R. 2674, viz, that part of paragraph (1) of section 6 (c) of H. R. 2674, 
exempting shares of companies engaged in furnishing auditing, appraising, and 
investment counsel, and the exemptions provided in paragraphs (5) and (6) 
of section 6 (c) of H. R. 2674. 

The CHatrman. Mr. Robertson, it seems to me this bill is aimed at 
‘n evil which everybody believes exists, and one which should be 
corrected, 

I am afraid if we attempt to correct the banking system in the 
entire United States that we probably will not get the relief that we 

mght to get under this bill. I think it is very essential that the main 
objectives of this bill should be enacted into law, and I am afraid if 
we clutter the bill with amendments which are not exactly germane 
to this particular remedy which we are seeking, it may have the effect 
of preventing the passage of the bill. 

Do you think that the bill should be passed with some of the amend- 
aents you suggest, which are pertinent to the bill? 

Mr. Rorertson. Yes, we agree. 

The Cuarrman. And you are anxious to see this bill passed ? 

Mr. Roperrson. We think it would be very desirable to have it 
passed now in a calm atmosphere rather than at a time when there was 
some horrible spectacle to point the finger at when you would get much 
more severe legislation than the country would need. 

The CHamman. You think it is also essential to control the expan- 
sion of holding companies and to have some voice as to their creation ? 
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Mr. Ropertson. Yes, sir. 

The Cuatrman. That is the way I feel about it, we have tried to 
get this bill through on several occasions. We have missed out per- 
1aps because it contained too many amendments. And I think the 
thing which should actuate us now in order to obtain the remedy we 
seek, which is very essential, is that we should attempt to report a bill 
which will contain a minimum of restraints, and one which we can 
get through with as little pain as possible to those affected by it. 

I think the benefits of independent banking are evident. I think 
it would be a fine thing in every little town if it could support it, to 
have two banks, don’t you ? 

Mr. Rosertsen. Yes, I do. 

The Cuarrman. If a man lives in a small town, and he incurs the 
animosity of one bank, and he can get no credit there, he can’t get 
any credit anywhere because when he goes away from his community 
they say “Why don’t you get your credit at your local bank?” and 
when he says he is not able to get it there, his case is lost. 

So competition is one of the most essential things in the banking 
business, and I think it should be encouraged, and I think this bill will 
do that. Therefore, I think the bill ought to be passed, and I don’t 


think we ought to attempt to put into it amendments which will jeop- 
ardize its passage. 


Mr. Wotcorr. Mr. Chairman. 

The Cuatrman. Mr. Wolcott. 

Mr. Woxcorr. I should like to bring out 1 or 2 points. 

As I understand it, the definition of a company is broad enough to 
include, say, a packing company, provided the charter under which the 
packing company is operating is broad enough to allow the packing 
company to buy sharesinabank. Is that right? 

Mr. Ropertson. Yes, sir. 

Mr. Wo corr. So if the packing company bought the shares of two 
banks then that packing company, ipso facto, under this act comes 
under it ? 

Mr. Rosertson. That is right, under this bill, if it held 25 percent 
of the stock. 

Mr. Wotcorr. The thing that bothers me just a little bit is the refer- 
ence made here to control, and the implication that it is control over 
the shares of the holding company, or the company, which may be, with 
respect to the example I have been using, a packing company. Now, 
if the packing company happens to be a mutual organization, a non- 
profit organization, and does not issue shares, or certificates, stock 
shares, what prohibition then is there against this company, which 
does not issue shares, which might otherwise represent capital and 
voting power from going into the packing business and buying more 
than two banks? 

Mr. Ropgerrson. Well, it should be controlled and would be con- 
trolled, as it would be a “similar organization” within the meaning of 
the term “company.” Notwithstanding the fact that it doesn’t have 
shares it would be an organization which would control two or more 
banks. 

Mr. Wo corr. All right. Now, if the organization gets its liveli- 
hood, initially, from dues, such as for example a lodge, which is large 
enough so that it has a goodly amount of loose capital which the officers 
of the lodge might feel should be invested, could this lodge invest its 
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surplus capital in two banks and, ipso facto, likewise become a hold- 
ing company ¢ 

r. Rosertson. It could, under this bill. Under this bill the power 
would be vested in the Board of Governors to determine that it was 
a holding company. 

Now, | doubt seriously that that should be done. 

Mr. Wo corr. Just a minute. The definition of “company” is the 
key as to whether the sanctions against this procedure apply. 

Mr. Roserrson. That is right. 

Mr. Woucorr. Under the enforcement provisions. It would be up 
to the Board to determine whether a lodge is a company under the 
definition of the act? 

Mr. Roserrson. It certainly would be, and under this definition they 
would have to determine whether it was an “association.” 

Mr. Woxcorr. Going one step further, if the courts held that the 
definition of a company under this law was not broad enough to include 
such an organization as a lodge, which is dependent upon membership 
dues for its livelihood, and initial capital, then would there be any- 
thing in this act to prey ent, say, a labor union from acquiring the con- 
trolling interest, or a 25 percent interest, in more than two ba anks, and 
would, under those circumstances, the labor union become a holding 
company under the terms of this act ? 

Mr. Rosertson. That would be determined also by the Board deci- 
sion. It might make the same determination in the case of the labor 
union that it made in the case of the lodge. 

Mr. Wotcorr. Maybe I read it wrong, but the definition on page 3, 
as I read it, is such that the question in the courts would turn on the 
words “association or similar organization.” 

Mr. Rosrrrson. That is right. What that means I don’t know. 

Mr. Wotcorr. And the definition is largely controlled by the pre- 
ceding words. 

If the court concluded that the definition is controlled by the pre- 
ceding words, as they sometimes do, in a case such as this, in deter- 
mining legislative intent, unless it is definitely spelled out in the act 
so that an association, like a mutual association, is or is not exempt 
under the act, that might leave something that would destroy the 
very purpose of the act ? 

Mr. Rosertson. The definition is extremely important. There are 
very definite views as to the definition, and our own is that the defini- 
tion ought to comply as closely as possible with the existing definition 
of holding company affiliate, and that a new definition, if it is used, 
should be explicit, and not use general phrases such as “similar organ- 
zied group of persons.” I don’t know what that is, and I don’t think 
anyone else knows what it is. It would depend upon how it was con- 
strued by the courts over the years. 

Mr. Woxcort. That is all. 

The Cuatrman. If there are no further questions, you are excused, 
gentlemen. 

We will now hear Mr. Gidney. 

Mr. Gidney, have you a prepared statement ? 

Mr. Gipney. Yes, sir; Mr. Chairman. 

The CHarrMan. You may proceed. 
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STATEMENT OF RAY M. GIDNEY, COMPTROLLER OF THE CUR- 
RENCY, ACCOMPANIED BY J. A. JENNINGS, FIRST DEPUTY 
COMPTROLLER 


Mr. Giwney. Mr. Chairman, I should like to have with me Mr. 
Jennings, First Deputy Comptroller. 

The CHarrman. You may proceed as you see fit. 

Mr. Gipney. Mr. Chairman and members of the committee, the 
subject of this bill, H. R. 2674, control and regulation of bank hold- 
ing companies, has had consideration on many occasions, and there 
has been much honest difference of opinion concerning it. There 
have been many years of experience with the existing law relative 
to holding companies, and it should be possible to ascertain in what 
respect it is inadequate. 

it is the opinion of our office that the law has worked well, and that 
the Board of Governors has done a fine job in applying its provisions. 
While some amendments are desireable, there is not apparent to us a 
need for an extensive or general revision of the law. The amendments 
which we would recommend are two in number, and both are included 
in H. R. 2674. They are the following: 

Section 5 (a) would make it unlawful, except with the prior ap- 
proval of the Board of Governors of the Federal Reserve System (1) 
for any action to be taken which results in a company becoming a bank 
holding company; (2) for any bank holding company or subsidiary 
thereof to acquire, directly or indirectly, any voting shares of a bank; 
or (3) for any bank holding company or subsidiary thereof, other 
than a bank, to acquire all or - substantially all of the assets of a bank. 

Section 6 (2) would make it unlawful for any bank holding com- 
pany to own shares or obligations of any company other than a bank 
or to engage in any business other than that of banking. 

These provisions seem to us desirable, and we believe that they 
should be enacted simply as amendments to the present law. 

In our consideration of this subject and of the proposed legislation, 
we have reviewed the status of bank holding companies from the in- 
formation available in our office. We find that 21 bank holding com- 
panies are reported by national banks. This compares with 34 hold- 
ing-company groups reported by the Board of Governors of the Fed- 
eral Reserve System in data supplied to the Senate Committee on 
Banking and Currency at the hearings of June 1953. 

The difference in number is accounted for in different ways, but 
principally by inclusion, in the Board list, of companies which do not 
hold stock of national banks. The 21 holding companies on which 
we have information control 173 national and 88 State banks, and 
there are 6 other national banks and 4 other State banks affiliated 
with, though not controlled by, the holding companies. A list of 
these holding companies, showing the number of, and assets of national 
banks in their respective groups, is submitted herewith. A list of all 
banks in these groups showing percentage of ownership where we 
have available data is also included. It is of interest to note that 
Transamerica Corp. does not report ownership of any shares of stock 
of Bank of America N. T. and 8. A., and, according to our informa- 
tion, is no longer an affiliate of that institution. 
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From our experience in dealing with the operations of bank hold- 
ing companies, and from our knowledge of the banking situation as 
it exists today, we do not find basis which would warrant recom- 
mending the adoption of a number of the provisions included in this 
bill. It has been our observation that bank holding companies in 
general have done a good job in serving the public through the suc- 
cessful operation of their subsidiary banks. They have developed, 
and applied in their responsibilities as bank stock owners, a knowl- 
edge of banking methods, and a skill in bringing about good bank- 
ing management, which has been noteworthy and praiseworthy. We 
are inclined to the belief that they have brought to banking a method 
of making stockholder participation effective in controlling and bring- 
ing about high standards of management. They have obtained and 
made available to their banks large amounts of capital which has 
contributed importantly to the safety of the banks and to the general 
banking situation. 

We have reviewed the status of the 179 national banks controlled 
by or affiliated with bank holding companies. These banks are well 
rated by our office. They are being operated successfully, and we be- 
lieve that they are furnishing adequate and high-grade banking service 
to their respective communities. 

While, as above indicated, the material contained in section 5 (a) 
and section 6 (a) comprises what we regard as desirable amendments, 
we assume that the committee will wish to have our comment on the 
details of the bill as introduced. I shall discuss the bill by sections 
and paragraphs. 

Section 2. Declaration of policy : No objection. 

Section 3. Definitions: Generally satisfactory, although we would 
be satisfied to continue with the present provision of the law. We do 
not believe that mutual savings banks should be excepted. If a mutual 
savings bank becomes owner of 25 percent or more of the stock of 
each of two or more banks, we see no good reason why it should not be 
subject to control as a bank holding company. 

Section 4. Registration, reports and examination: Satisfactory. 

Section 5 (a): Acquisition of bank shares or bank assets: Satis- 
factory. 

Section 5 (b): This provides that before approving any application 
under this section, the Board shall give notice to, and allow 30 days 
within which views and recommendations may be submitted by the 
Comptroller of the Currency * * * or appropriate supervisory State 
authority. We recommend omission of the provision that— 
if the authority so notified by the Board files its written disapproval of the 
application within said 30 days the application shall not be granted. 

We do not believe that this part of the law could be administered ef- 
fectively with veto power in the Comptroller of the Currency and the 
48 State banking supervisors. 

Section 5 (c) : We recommend the elimination of this entire para- 
graph. We do not believe that adequate reasons are apparent for con- 
fining holding companies to ownership of banks located in a single 
State unless the operations of existing holding companies across State 
lines can be shown to be detrimental. 

We believe that the proposed authority of the Board of Governors 
to approve or disapprove acquisitions, after obtaining recommenda- 
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tions from State bank supervisors or the Comptroller of the Currency, 
should suffice. Also we do not believe that State authorities should 
have the power to determine who may own stock of national banks. 

With respect to confining the expansion of holding companies with- 
in geographic limitations which apply to the establishment of 
branches, this Department has long jen i that bank holding com- 
pany operations and branch banking are different, and we do not favor 
treating them as equivalent. 

Section 6. Interests in nonbanking organizations: This section would 
prohibit bank holding companies from owning any shares or other 
securities or obligations of any company other than a bank and from 
engaging in any business other than that of banking. There are 
provisions for some exceptions to this blanket prohibition. We believe 
that all of these exceptions are desirable. 

We would recommend that in subsections (c) (2) and (c) (3) the 
permissible period during which shares, securities, or obligations ac- 
quired by a bank holding company in satisfaction of debts previously 
contracted or from any of its subsidiaries which have been requested 
to dispose of such shares, securities, or obligations, be lengthened from 
2 to 5 years. Our experience would indicate that 2 years is too short 
a time and that a holding company’s proper interests could be injured 
by such a limitation. 

Section 7: The proposed legislation would prohibit a bank subsidiary 
from investing any of its funds in, or lending any of its funds to, or 
on the security of the stock or other securities of the holding com- 
pany of which it is a subsidiary. This is unduly restrictive. Under 
present law, member banks may make loans to, or on the security of 
the stock or other securities of, their affiliates in amounts not exceed- 


ing 10 percent of their capital and surplus, provided the loans are 
secured in the manner specified by law. This has worked well in 
practice, and there would seem to be no adequate reason for imposing 
more onerous restrictions at this time. However, present Federal law 
is applicable only to Federal Reserve member banks and would not 
prohibit a nonmember subsidiary from lending to its parent holding 
ry 208 within limitations prescribed by the law of the State in which 


the bank is located. In the interest of uniformity, it is believed that 
the restricions on member bank subsidiaries should be extended to 
apply to all bank holding company subsidiaries. 

Accordingly, in lieu of section 7 there should be substituted a pro- 
vision which prohibits bank holding companies from borrowing from 
their subsidiary banks except under the same terms and conditions 
which govern loans and investments which members banks are per- 
mitted to make to and in their affiliates by section 23A of the Federal 
Reserve Act. 

Section 8. Reservation of rights to States: Satisfactory. 

Section 9. Hearings and review: Section 9 of H. R. 2674 provides 
that any person adversely affected or aggrieved or who has suffered 
legal wrong shall have the right to a judicial review of the action or 
nonaction of the Board of Governors of the Federal Reserve System, 
and that the action or nonaction which is the subject thereof shall not 
be considered to be action committed to agency discretion within section 
10 of the Administrative Procedure Act. We believe this provision 
would make administration of the law very difficult since there is 
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little doubt that many disapprovals and, in some cases, approvals of 
applications under the act would be submitted to the courts. 

We would recommend that the decisions to be made by the Board of 
Governors of the Federal Reserve System be specifically committed 
to the discretion of that agency and, therefore, excluded from review 
under section 10 of the Administrative Procedure Act. Of course, the 
decisions made by the Board should be subject to judicial review in 
the event of supportable allegations that it had acted arbitrarily or 
capriciously. 

Section 10. Penalties: Satisfactory. 

Section 11: Subsection (c) would amend subsection (b) of section 2 
of the Banking Act of 1938, as amended (12 U.S. C. 221a), by deleting 
the present provisions and inserting in lieu thereof a statement to the 
effect that the terms “bank holding company” or “affiliate” shall 
include any bank holding company as defined in the bill. We are 
opposed to this provision for the reason that, should it be enacted into 
law, the present definition of “affiliate” would be completely elimi- 
nated, and the above-mentioned statement substituted. 

Under present law, an affiliate of a bank may be any corporation, 
etc., of which a member owns or controls a majority of the shares or 
controls in any manner the election of a majority of its directors; or 
any corporation in which a majority interest is owned or controlled 
by shareholders who own or control a majority interest in a bank; or 
any corporation a majority of whose directors are directors of a bank. 
There are provisions of law dealing with the permissible relationship 
between banks and their affiliates. For example, section 23A of the 
Federal Reserve Act deals with loans by banks to their affiliates. Sec. 
tion 24A of the Federal Reserve Act deals with investments by banks 
in the stock of, or loans by banks to, affiliates engaged solely in hold- 
ing bank premises. Section R. S. 5240 authorizes the Comptroller 
of the Currency to make examinations of affiliates of national banks. 
Should the present definition of “affiliate” be eliminated from law, 
as it would be by the proposed legislation, doubt would result as to 
the effect to be given to these and other statutes in which the term 
“affiliate” is used. 

Presumably, they would apply only to bank holding companies, 
and under the proposed bill, to be a bank holding company, a corpo- 
ration would have to have a 25-percent interest in two or more banks. 
There appears to be no need to iy age) the present definition of “affiliate” 
and we recommend that that not be done. 

With reference to subsection (e), there is presently before Congress 
a bill, S. 256, which would amend section 5144 of the Revised Statutes 
by eliminating mandatory cumulative voting. Should that legislation, 
which we favor, be enacted prior to the passage of H. R. 2674, it would 
be necessary to correct H. R. 2674 to avoid inadvertent repeal of the 
new law. This possibility could be avoided by rewriting section 11(e) 
in such a way as not to reenact the portion of Revised Statutes 5144 
dealing with cumulative voting in the election of directors. 

Part VIII. Distribution and exchanges pursuant to Bank Holding 
Company Act of 1955: No comment is made by the Office of the Comp- 
troller of the Currency as this is a matter within the province of the 
Internal Revenue Service. 
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I am informed that they will send to the committee a letter dealing 
with the subject, Mr. Chairman. 

Mr. Chairman, that is our presentation. 

The CHarmman. What has been the trend of bank holding com- 
panies? Have they increased in number in the last few years? 

Mr. Giwney. I think in the last few years they have increased, 
though not very much. 

The tabulations that were mentioned by the Federal Reserve people 
show a diminution in the total number. But speaking more from 
impression than otherwise, it is that they have gone quite slowly in 
recent years in their expansion. 

The Cuarman. What authority has the Federal Government over 
State banks operating within the State ¢ 

Mr. Guwney. This is a difficult question, and I am not a lawyer. 
For banks which are not insured, and are not Federal Reserve mem- 
pers, I think my answer would be that the Federal Government has 
little authority. I believe that at the time of the bank holiday the 
Secretary of the Treasury did license them. 

The Cuairman. That was under the emergency authority ? 

Mr. Gipney. Yes, sir. 

The CHarrman. I suppose the only authority that could be used 
would be to prevent them from being members and being insured. I 
don't think that that would be a very harsh remedy. 

Mr. Gipney. J think that when this bill was enacted the test of 
bringing them within its purview was membership in the Federal 
Reserve System. The Federal deposit insurance was a newer thing 
at that time. I would say that if it is desirable to have a law which 
controls ownership of banks by holding companies that it would be 
equally desirable to have that for insured banks as for Federal Reserve 
members, or for national banks. 

The CuatrmMan. Do you think the general purposes of this bill de- 
sirable ¢ 

Mr. Gipnry. I think it is very desirable that this new authority to 
approve of expansion should be given. A new charter should be ap- 
proved by someone, a branch has to be approved. We had in our office 
545 applications for branches in the year 1954, and we either approved 
or disapproved them, and I think this expansion could well be subject 
to the same type of approval by a proper agency, and you will notice 
in our statement that we have assumed that that would be the Board 
of Governors, because I think they have had the most experience in 
the matter, and have shown ability to handle it well. 

The CxatrmMan. The prohibition against nonbanking business 
would very essential, would it not? 

Mr. Gipney. We think that should be adopted; yes, sir. 

The Cuatrman. That is all I have. 

Mr. Mutter. Mr. Chairman, may I suggest that Mr. Gidney’s tabu- 
lations be made a part of the record ? 

The Cuatrman. That will be included in the record. 
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(The material referred to is as follows :) 


Holding companies reported by national banks 
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| 

| 

® a- 

| tional 
| 

| 


Transamerica Corp., Wilmington, Del 

Atlantic Trust Co., Jacksonv ille, 

Barnett National Securities C orp., Jacksonville, Fla 
Trust Co. of Georgia Associates, Atlanta, Ga 
Brenton Co. of Des Moines, Iowa 

First National Bank Trustees, Louisville, Ky 
Baystate Corp., Boston, Mass 

Shawmut Association, Boston, Mass__...............--- eee 
Bank Shares, Inc., Minneapolis, Minn- 

First Bank Stock Corp., Minneapolis, Minn 
Northwest Bancorporation, Minneapolis, Minn 
Mercantile Commerce Co., St. Louis, Mo 

New Hampshire Bankshares, Inc., Nashua, N. H 
Marine Midland Corp., Jersey City, N. J 
BancOhio Corp., Columbus, Ohio 

Hamilton Nation: al Associates, Inc., oe, Teh.... 
First Security Corp. of Ogden, Ogden, Ut 

Union Bond & Mortgage Co., Port Gitasles: Wash 
Marine Bancorporation, Seatile, Wash 

Old National Corp., Spokane, Wash 

Wisconsin Bankshares Corp., Milwaukee, Wis 


6 | 
6 | 


Cs 
SCHORR RK OOS 





»~ 
oc 


e 
Crh NS Om RO OOO Or 





— 
= 


— ho 
NNwekwor 


fe rs SHS BG 
NNWCMBCOCOC HSH KHOWUORNNYSD 











NotTEe.—Data as of Dec. 31, 1954, or latest date available, 
Prepared by Office of the Comptroller of the Currency Feb. 24, 1955. 


Banks by group 
TRANSAMERICA CORP., WILMINGTON, 


DEL. 








Location Name of bank 


Total | 
assets of | 
national | 

| banks | 
} 
| 


Capital 
stock 


Owned by holding 
company 





Amount | Percent 





NATIONAL BANKS 


Arizona: Phoenix- _- 

Nevada: Reno- ----- 

Oregon: Portland 

Washington: Ta- 
coma, 


First National Bank of Arizona___ 
First National Bank of Nevada 
First National Bank- 

National Bank of W ashington 


a 


NONMEMBER BANKS 
California: 


_Francisco. 
Nevada: Las Vegas.-. 


San 


Bank of Nevada 





First Western Bank & Trust Co-___-_- 


Nearest | 
| hundred | 
| thousand 
$161.4 
200. 5 | 
860.9 
137.2 | 

} 


$4, 800, 000 


20, 000, 000 


5, 000, 000 


1, 875, 000 


res 230 | 
54, 340 | 
er 475 | 
979, 412 





1, 360.0 | 








420, 000 70. 00 


# 
ws 
| 
L 





1 Over 50 pereent. 


59571—55——_10 
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Banks by group—Continued 
ATLANTIC TRUST CO., JACKSONVILLE, FLA. 





Total Owned by holding 


: assets of | Capital so tad 
Location Name of bank national stock 


banks Amount | Percent 








Nearest 
NATIONAL BANKS hundred 
Florida: 
Daytona Beach..} First Atlantic National Bank . $117, 300 
Gainesville___._.| First National Bank 4 7 207, 000 
Jacksonville__._._| Atlantic National Bank__- : se 
Palatka Palatka Atlantic National Bank 
Sanford _ _ - _._.| Sanford Atlantic National Bank - - 
West Palm | Atlantic National Bank 
Beach. | 














NONMEMBER BANK 

















Jacksonville _ -_- | Springfield Atlantic Bank 





THE BARNETT NATIONAL SECURITIES CORP., JACKSONVILLE, FLA. 





NATIONAL BANKS 

Florida: 
Cocoa $117, 000 
Deland_. <2 yo 173, 400 
Jacksonville 3__- nil 4, 000 
St. Augustine---- j 





NONMEMBER BANKS 


Florida: Avon Park.| Barnett Bank 





TRUST CO. OF GEORGIA ASSOCIATES, ATLANTA, GA, 





NATIONAL BANKS 


First National Bank and Trust Co-..- : , $206, 950 

Brookhaven De Kalb National Bank 3 7 52, 700 

Columbus Fourth National Bank_- so . q 304, 000 
First National Bank & Trust Co_- , 700, 535, 000 

First National Bank t 50, 

Liberty National Bank & Trust Co__- 

First National Bank 


G eorgia: 





STATE MEMBER BANKS 


Georgia: Atlanta....| Trust Co. of Georgia 





BRENTON COMPANIES OF DES MOINES, IOWA, DES MOINES, IOWA 





NATIONAL BANKS 
Iowa: 
Eagle Grove Eagle Grove National Bank 


NONMEMBER BANKS 





Wright County State Bank 
State Bank of Des Moines... -_........}.......... 
Warren County Bank & Trust Co 
| Benton County Bank & Trust Co 

















2 Stock of Atlantic Trust Co. trusteed for benefit of shareholders of bank. 

2 Stock of Barnett National Securities Corp. Trusteed for shareholders of bank. 

* The shareholders of this bank are virtually the same as the Trust Co. of Georgia, Atlanta. 
5 Owns entire capital stock of Trust Co. of Georgia Associates. 
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Banks by group—Continued 
FIRST NATIONAL BANK TRUSTEES, LOUISVILLE, KY. 





| | 
| Total aie Oe 

: assets of | Capital — 
Name of bank national stock 
banks 





Amount | Percent 





Nearest 

NATIONAL BANK hundred 

Kentucky: thousand 
Louisville First National Bank 76. 


STATE MEMBER RANK 


The Kentucky Trust Co 











BAYSTATE CORP., BOSTON, MASS. 





NATIONAL RANFS } 
Massachusetts: 
Everett Middlesex County National Bank- -. $89.2 | $1, 600, 000 
Mansfield First National Bank - 5.0 150, 000 
Springfield Springfield National Bank 50.6 | 1,300, 000 
Watertown Union Market National Bank_- Z 29.7 750, 000 





STATE MEMBER RANFS 


Beverly Beverly Trust Co : 
Brookline... ...- Norfolk County Trust Co 1, 760, 000 902, 000 


Cambridge Harvard Trust Co___ Bes habe 1,470, 000 758. 670 
Waltham Newton-Waltham Bank & Trust Co___| - 1, 320, 000 665, 390 
Winchester___...| Winchester Trust Co 2, 000, 000 1, 0.0, 000 























SHAWMUT ASSOCIATION, BOSTON, MASS. 








NATIONAL BANKS | 

Massachusetts: 

Boston_.........| National Shawmut Bank-~______.____- $449.1 |$10, 000, 000 ere 
E :verett ..-| Everett National Bank. _........._..-_| 10.9 300, 000 $273, 750 | 
Needham National Pank ___- x 6. 150, 000 | 82, 300 | 
Newton Newton National Bank 14 500, 000 335, 050 | 
Peabody Warren National Bank.__--- ; 7 200, 000 134, 500 | 
Salem_..........| Merchants National Bank. -_- oe 13. 250, 000 175, 880 
Somerville Somerville National Bank o 18. 500, 000 338i, 200 
Waltham __| Waltham Citizens National Bank.. 150, 000 105, 940 
Winchester Winchester National Bank. 100, 000 66, 800 | 


ron © 


| > 
oo 


STATE MEMBER BANKS 
Cambridge_.-...| County Bank & Trust Co_-_- Pome et 300, 203, 420 
NONMEMBER BANKS 
Hingham reenem tres Co. .i....-._..... ele ae tA! 100, 000 76, 940 
Lexington Raeseecon 2 fuse ©O........-....2-...-] scl 200, 000 133, 370 


Melrose oe by, 2) aus 200, 000 161, 980 
Wakefield Wy aes 8 eee 00... .........-..-..- 100, 000 89, 960 








BANK SHARES INC., MINNEAPOLIS, MINN. 








NATIONAL BANKS 
Minnesota: 


Minneapolis Marquette National Bank .7 | $1,000, 000 $879, 697 
Do University National Bank . 100, 000 








NONMEMBER BANES 


D Chicago-Lake State Bank ; 
Colum bia | Columbia Heights State Bank 50, 000 
Heights. 
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Banks by group—Continued 


FIRST BANK STOCK CORP., MINNEAPOLIS, MINN, 





Location 


Name of bank 


Total 


| 


assets of 


national 
| banks 


| 


Capital 
stock 


| Owned by holding 
company 


| 
| 





Amount 


Percent 





Minnesota: 


Albert Lea 
Alexandria 
Austin _- 
Blue Earth 
Brainerd 
Cloquet 
East 
Forks, 
Edina_ 
Fairmont 


Hopkins-_.-.-- 


Ivanhoe 


Little Falls... 


Luverne 
Mankato 


Minneapolis-_-- 


Northfield 


Owatonna_---__- 


Pipestone 
Rochester 
St. Paul 


Sauk Centre ___- 
Valley 


Spring 
Waseca 
Willmar 

Windom. - 


Montana: 


Billings_ 
Bozeman 


Great Falls ____- 


Havre. 
Helena__- 
Lewistown... 


Livingston. __ 


Miles City 
Missoula. - 


North Dakota: 


Bismarck 
Fargo 


Grand Forks_- 
Jamestown _-_- 
Lidgerwood ___ 
, Sa 


Valley City 
Wahpeton 


South Dakota: 
Aberdeen... _-. 


Clark 


Montana; Butte... 
Minnesota: Lake- 


field, 


NATIONAL BANKS 


| Freeborn National Bank 

| First Farmers National Bank in 
First National Bank------ 

| First & Farmers National Bank_. 
sgt seas Bank 


First Edina National Bank 
First National Bank 

a 

First National Bank in 

American National Bank in 
First ag ational Bank 

First National 
Ban 

First National Bank-- 


Bloomington- Lake 
k. 


Northfield National Bank 
First National Bank-- 
Pipestone National Bank__- 
First National Bank_- 
-a0. 
oa 
.do- 
Farmers National Bank_- 
F = National kescaeia 4 
ao. “ paninies 


Total 


Midland National Bank-_-.-------- 
| Commercial National Bank 
First National Bank. 

Montana National Bank 
First National Bank & Trust Co 
First National Bank_ 4 
National Park Bank in___- ; 
First National Bank-_-- 
Western Montana National Bank-_-__-. 


First National Bank_--_- 


Red River National Bank_ 7 
Jamestown National Bank_____-____- 
First National Bank in.._- Soe 
Union National Bank in. ______--. awa 
First National Bank 

National Bank in 


Aberdeen National Bank 

Clark County National Bank 
First National Bank in 

First National Bank. 

National Bank of South Dakota. 


Group total 
STATE MEMBER BANKS 


Metals Bank & Trust Co 
Farmers State Bank 





First Minnehaha National Bank____-- 


Merchants National Bank & Trust Co- 


Nearest | 


hundred 
thousand 
$6. 4 

5.6 





— 
OD te 
Se PPPS RNNepP 


= 


Ssh s 
VND ROO RN NHWHOWDaNWwwo 


w 
ae 
— 


PO ww Pes 


| 
| 


$100, 000 
100, 000 
200, 000 

50, 000 
100, 000 
150, 000 
100, 000 


150, 000 
150, 000 
150, 000 

50, 000 
100, 000 

50, 000 
150, 000 
100, 000 


6, 000, 000 
300, 000 
50, 000 
100, 000 
50, 000 
200, 000 
6, 000, 000 
50, 000 
50, 000 
100, 000 
100, 000 
50, 000 





2 








| 


— Ow me CO 


CYP SY RIS 
Nor wnno-Yw 








300, 000 
150, 000 
600, 000 
100, 000 
600, 000 
100, 000 
100, 000 
100, 000 
350, 000 


293, 000 
146, 000 
593. 000 
93. 000 
593. 000 
95 000 
94, 000 





384, po 
237, 250 
244, 000 





Sleepers ye 


fo) AO DOr or 











46. 000 
95, 000 
492, 000 





49.2 
1, 304. 4 
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FIRST BANK 


Banks by group—Continued 


STOCK CORP., MINNEAPOLIS, MINN.—Continued 





Loeation 


Minnesota: 
Benson 
Graceville 
Litchfield 
Minneapolis. - 

Do 
Minnsota 
Paynesville 
Robbinsdale 
St. Paul. ___- 

Do- 

Do... 


Do_. : 

Wheaton___- 

Montana: 
Forsyth _-_. . 
Fort Denton. - 

North Dakota: 
Cando_.__- 
Cavalier___ 
Cooperstown 
Langdon - ---- 
Park River-__- 
Rolla 

South Dakota: 
Gettysburg... 
Highmore 


| 

| Total Owned by holding 

Name of bank assets of Capital matte 4 

e , national stock . — — 
banks Amount | Percent 





NONMEMBER BANKS hundred 


| 


do 


Nearest 


thousand 


ie ian WON oo neces $50, 000 000 | 


50, 000 000 
100. 000 94, 000 





_| First Hennepin “RS aia a 100, GOO 000 


First Produce State Bank_. , 200, 000 | 000 


Farmers & 


Merchants State Bank_- 100, 060 | 000 


First State Bank in__-__- RSET OER, oP 50, 000 | 7, COO 
First Robbinsdale State Bank cers 120, 000 | . 000 
First Grand Avenue State Bank_- ; . 100, 000 000 
First Merchants State Bank--_-__--- — 200, 000 7, 500 
First Security State Bank___- ; 300, 000 | 000 
First State Bank-- : | 100, 000 | 000 


First Trust 


Co : , 000, 000 | 100 


First State Bank-_--- ” Bs ok 50, 000 5, 000 


Forsyth State Bank eee, eee 60, 000 | 000 | 
Chouteau County Bank ae 40, 000 35, 000 


First State Bank- 75, 000 2, 000 
Merchants & Farmers Bank ‘ = 252 50, 000 7,000 
First State Bank_- 50, 000 44, 000 
Northwestern Bank__. ; = : 50, 000 47, 000 
First State Bank_- pace , 50, 000 47, 000 | 
Rolette County Bank___- ‘ 50, 000 | 47, 000 


Potter County Bank ea 75, 000 2, 500 96. 66 
First State Bank -- z : 50, 000 47, 500 95.0 


NORTHWEST BANCORPORATION, MINNEAPOLIS, MINN. 


NATIONAL BANKS 

Iowa: } 
Denison- ....-| First National Bank $4. ‘ $100, 000 
lowa-Des Moines National Bank__-- 20. 3, 000, 000 
Mason City First National Bank ; 27. ( 500, 000 
Sioux City Live Stock National Bank 28. 5 400, 000 


Total 


Minnesota: | 
Albert Lea _. First National Bank 100, 000 000 
Bloomington_- Northwestern National Bank .3 100, 000 91, 000 

Bloomington-Richfield. 
Duluth First & American National Bank__- 2, 000, 000 
Faribault | Security National Bank & Trust Co 9. 7 125, G00 
Fergus Falls_-- Fergus Falls National Bank & Trust gy. § 100, 000 
0, 
Hastings__......| Hastings National Bank 3.2 50, O00 
Hopkins | Northwestern National Bank 7 150, 000 
Litehfield___.- . 100, 000 
Mankato-___- | National Citizens Bank i. 200, 000 
Marshall First National Bank_- 9.3 100, 000 
Minneapolis Central Northwestern National Bank l 150, 000 
Do_- Midland National Bank &.¢ 1, 000, 000 
Do__ Northwestern National Bank_ A 5, 000, 000 
Do__ Second Nerthwestern National Bank- id 200, 000 
Do_- Third Northwestern National Bank_- : 150, 000 
Do_. Fourth Northwestern National Bank 15. 150, 000 
De... Fifth Northwestern National Bank ‘ 150, 000 
Moorhead First National Bank_- 3 100, 000 
Red Wing do i. 100, 000 
Rochester. _ - Union National Bank 13.5 250, 000 
St. Paul Empire National Bank : 500, 000 
St. Paul (South)_| Stock Yards National Bank 26. 7 500, 000 
Two Harbors First National Bank in 5 62, 500 
Winona First National Bank- q 350, 000 


Total 
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Banks by group—Continued 
NORTHWEST BANCORPORATION, MINNEAPOLIS, MINN.—Continued 





| 


Location | 


Name of bank 


Total 
assets of 
national 

banks 


| 


Capital 
stock 


Owned by holding! 
company 





Amount | Percent 





Montana: 
Dillon 
Great Falls 
Kalispell........ 


Nebraska: 


Norfolk 
Omaha 


NATIONAL BANKS—CONTINUED 


Firt National Bank 
Great Falls National Bank 
First National Bank 


Hastings, National Bank 

The National Bank of Norfolk 

Stock Yards National Bank of South 
Omaha 


| . 
United States National Bank 


North Dakota: 
Bismarck 
Fargo 
Grafton ‘ 
Jamestown 


Valley City 
Wahpeton 


South Dakota: 
Aberdeen 
Rapid City__.__- 


Sioux Falls_____- 
Watertown 
Wisconsin: La 
Crosse. 


Minnesota: 





Northfield... ---_| 

Owatonna__._-_- 

Virginia 
Montana: 


| Dakota National Bank 


First National Bank & Trust Co 


| Grafton National Bank F 
| First James River National Bank_--_- 


First National Bank 


First National Bank 

rs National Bank of the Black 
ills. 

Northwest Security National Bank-_-- 

First-Citizens National Bank 


Fae aaaenee 
National Bank of La Crosse 


Group total 
STATE MEMBER BANKS 
Austin State Bank 


State Bank of Northfield 
Security Bank & Trust Co 


| State Bank of Virginia 


Daly Bank & Trust Co_-............-.. 


| Billings State Bank 


Minnesota: 
Dawson 
Dodge Center---| 
ee 
Luverne 
Minneapolis_---- 
Montevideo 
Ortonville 
Osseo 
Ss ee 
St. Paul__-- 
Sauk Rapids---_. 
Slayton 
Thief 

Falls. 


Montana: 
town. 
Nebraska: Omaha_-_- 
North Dakota: 
Hillsboro. 


Union Bank & Trust Co 
NONMEMBER BANKS 
Northwestern State Bank 


Dodge Center State Bank 
Northwestern State Bank 


| Rock County Bank 


Camden Northwestern State Bank_--- 
Union State Bank 

Northwestern State Bank 

Farmers State Bank----.-_------- ave 
Guaranty State Bank & Trust Co 
Northwestern State Bank 

Union State Bank_-___._--- 7S rt hn 8 
Murray County State Bank 


| Union State Bank 


Farmers & Merchants State Bank 
Northwestern Bank of__-_........---.- 


South Omaha Savings Bank 
Northwestern State Bank 


Nearest | 

hundred | 

thousand | 
$4 


28.1 








42.1 














491, 667 
1, 977, 200 














BN 


— 
PAIN OwOSs 


200, 000 
600, 000 
100, 000 
100, 000 
100, 000 
300, 000 
100, 000 





2 
ad 
a | AwrnwmorasS 








2S 





725, 475 


481, 000 
127, 500 























86. 
100. 


100.0 
100.0 
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Banks by group—Continued 
MERCANTILE COMMERCE CoO., ST. LOUIS, MO. 





| Total 
" assets of Capital 
Location Name of bank | national stock 
banks | 


Owned by holding 
company 





Amount 


Percent 





Nearest | 
NATIONAL BANK | hundred 
| thousand | 
Missouri: St. Louis._.| Mercantile-Commerce National Bank | $33. 8 | $350, 000 | 
in. 
STATE MEMBER BANK 


Mercantile Trust Co 





$324, 700 





NEW HAMPSHIRE BANKSHARES, INC., NASHUA, 





NATIONAL BANKS 
New Hampshire: 
Derry First National Bank of West Derry-__-| $6. 6 $100, 000 
eee Rockingham National Bank 5. 3 100, 000 
Nashua_....---_-| Indian Head National Bank ee 300, 000 
Newmarket Newmarket National Bank 2. 50, 000 
Wilton Wilton National Bank_.________- 3. 50, 000 


Total 


New York: 
Jamestown Cheutangne National Bank & Trust | 36.2 | 1,000, 000 


aoe Pt turers National Bank 4.7 , 500, 000 


STATE MEMBER BANKS 





Buffalo ages Trust Co. of Western New |---.------| 15, 424, 000 
OrkK 

Elmira Marine Midland Trust Co, of South- |...-.__-- 2, 000, 000 
ern New York. | 

New York Marine Midland Trust Co _...| 9,000,000 

Nyack Nyack Bank & Trust Co aS 400, 000 

Syracuse... .---- Marine Midland Trust Co. of Central | 2, 550, 000 
New York. 

Watertown._-...| Northern New York Trust Co__------|__.-_--- 800, 000 

Utica............| First Bank & Trust Co......-- ace 215, 000 


NONMEMBER BANKS 


Rochester. ......| Union Trust Co- : = pS 3, 000, 000 





BANCOHIO CORP., COLUMBUS, OHIO 





NATIONAL BANKS 
Ohio: 


nO ie 3.7 | $200,000 | 


Chillicothe... ._-}- 7h mano .7 300, 000 
Circleville Second National Bank 3.6 | 125, 000 
Colum bus.- ----- Ohio National Bank 373. 4, 000, 000 
Coshocton.......| First National Bank. Be eccthaee 5.7 | 300, 000 
Delaware do é 150, 000 
Lancaster Hiockin g Valley National Bank 2. 6 150, 000 
London First National Bank------- eas 3. 6 100, 000 
Marysville--__-- d acts a 3. 6 75, 000 
Newark. ........|- 0. 9.6 | 300, 000 
Portsmouth National Bank of Portsmouth ____- 3. 200, 000 
Springfield First National Bank 31.7 1, 000, 000 
Tiffin _. i 7 5. 200, 000 
Washington | 3.2 100, 000 
Court House. 
Wilmington do.. q 100, 000 
Zanesville... ._-. a 400, 000 


| Total 


$53, 500 
61, 300 
150, 000 
39, 400 
28, 400 


963, 180 
1, 463, 200 | 


15, 199, 400 
1, 927, 560 


8, 958, 840 
368, 800 
2, 493, 620 


774, 100 
(!) 


2, 979, 240 


$193, 000 
290, 000 
112, 000 

3, 988, 600 
289, 000 | 
139, 000 
141, 000 

93, 000 

68, 000 
285, 000 
191, 200 | 
989, 000 
192, 000 

93, 000 


88, 500 
392, 900 


96. 32 


97. 55 


98. £ 
96. < 


99. ! 
92. 2 
97.7 


96.7 


99. ; 


96. 50 
96. 67 
89. 60 
99. 72 
96. 33 
92. 67 
94.0 

93. 00 
90. 67 
95. 00 
95. 56 
98. 90 
96. 00 
93. 00 
88. 50 
98. 23 


* Stockholders are beneficiaries of a trust that indirectly controls stock of the Mercantile-Commerce 


National Bank in St. Louis. 
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Banks by group—Continued 
BANCOHIO CORP., COLUMBUS, OHIO—Continued 





Location 


Name of bank 


Total 
assets of 
national 

banks 


Capital 
stock 


Owned by holding 
company 





Amount | Percent 





Ohio—Continued 
Logan 


STATE MEMBER BANKS 


Farmers & Merchants Bank-------- 


Mount Vernon_.| Knox County Savings Bank 


New Lexington. 


Whitehall __ 


Perry County Bank 
NONMEMBER BANKS 


| Ohio State Bank 


Worthington__..| Worthington Savings Bank 


Nearest 

hundred 
| thousand 
j 





$96, 000 
146, 000 
71, 500 








96, 500 | 
71, 500 | 





HAMILTON NATIONAL ASSOCIATES, INC., CHATTANOOGA, TENN. 





Tennessee: 
Harriman 
Johnson City-_-- 
Lenoir City 
Loudon 7____- 
Morristown 7_- 
Pikeville __ ____- 
South Pittsburg. 
Chattanooga. - -- 


Georgia: Dalton__-_- 
Tennessee: Spring 
City. 


NATIONAL BANKS 


First National Bank 
Hamilton National Bank 
First National Bank 

fe ae i aiateia: 
Hamilton National Bank 
First National Bank 

ee. oe ree 
Hamilton National Bank 





NONMEMBER BANKS 


_| Hardwick Bank & Trust Co 


Bank of Spring City 





$100, 000 
400, 000 
100, 000 


$57, 000 
203, 040 
53, 400 
24, 300 
74. 900 
16, 300 
59, 500 
603, 000 


57.00 
50. 76 
53. 40 
48. 60 
49. 93 
54. 33 
59. 50 
24. 12 











100, 000 


25, 000 


58, 900 | 
16, 200 | 





FIRST SECURITY CORP., 


OGDEN, UTAH 





Idaho: Boise_--_-. 
Utah: Ogden_____-- 


Wyoming: 
Springs. 


Rock 


| NATIONAL BANKS 


| First Security Bank of Idaho, N. A- 
.| First Security Bank of Utah, N. A---- 


Total 
NONMEMBER BANK 
| First Security Bank 


| 


$185.8 | $4, 500, 000 
203.0 | 5, 000, 000 


125, 000 


$4, 472, 000 
4, 777, 130 


99. 38 
95. 54 


120, 413 








UNION BOND & MORTGAGE CO., PORT ANGELES, WASH. 





Washington: 
Port Angeles - -- 
Port Townsend 


Washington: 
SS ar 
Sequin 


NATIONAL BANKS 


First National Bank 
First American National Bank 


NONMEMBER BANKS 





NN OS a : 





ERED, nee ‘ 


$175, 000 
(*) 








25, 000 





50, 000 | 


$106, 500 





12, 500 
6, 125 





5.0 
| 25.0 





7 Stock owned by Hamilton National Associates, Inc., together with that of D. 8. Zachry, who is an 
officer of the holding company and also a director of the bank, constitutes a majority of stock, 
8 Stock control of the affiliate is owned by shareholders of bank. 
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Banks by group—Continued 
MARINE BANCORPORATION, SEATTLE, WASH. 


Owned by holding 


To é 
otal company 


assets of Capital 
national stock eran 
banks 


Location Name of bank 


Amount | Percent 





| Nearest 

NATIONAL BANKS | hundred 

Washington: thousand 
Mount Vernon__| First National Bank bh. Se $7 $100, 000 $53, 200 53. 20 
Seattle National Bank of Commerce_- = 6, 000, 000 5, 947, 200 99. 12 





OLD NATIONAL CORP., SPOKANE, WASHINGTON 





| 
Spokane.........| Old National Bank-___- > | $146.9 | $2,500,000 , $2, 433, 333 97. 33 
elit First National cabin. 26.8 500, 000 351, 850 70. 37 


173.7 








WISCONSIN BANKSHARES CORP., MILWAUKEE, WIS. 


NATIONAL BANKS 
Wisconsin: | 
Eau Claire___- Union National Bank___- $25. : $600, 000 $521, 900 86. 98 
Fond du Lac.- First-Fond du Lae National Bank__-- 25. : 509, 000 455, 840 91.17 
Madison _._- First National Bank_-___- 90. 5 2, 000, 000 1, 959, 000 97. 95 
Oshkosh_____- do... 85.3 500, 000 481, 063 96. 21 
Milwaukee______| First Wisconsin National Bank 056. 10, 000, 000 9,916,227 | 99.16 


Total. alts iced, Ste 


NONMEMBER BANK 


| | 
Milwaukee___- First Wisconsin Trust Co___- aes, rods 1, 000, 000 } 989, 500 | 98.95 


The Cuairman. I am also submitting for inclusion in the record 
the reports on H. R. 2674 made to the committee by the Board of 
Governors of the Federal Reserve System, the Acting Secretary of 
the Treasury, and the Chairman of the Federal Deposit Insurance 
Corporation : 

BOARD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 
Washington, D. C., February 21, 1955 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington 25, D.C. 

My Dear Mr. CHAIRMAN: This is in response to your committee’s request of 
January 25, 1955, for the views of the Board with respect to the bill H. R. 2674 
to provide for the control and regulation of bank holding companies, and for other 
purposes. 

It is the Board’s view that legislation is desirable to meet the principal prob- 
a in the bank holding company field which are not met by existing law, 
i. the unrestricted ability of bank holding company groups to expand and 
the. ‘combination under single control through the holding company device of 
both banking and nonbanking enterprises. However, the Board believes that 
the approach should be one of minimum control rather than one designed to 
meet all situations that may arise. Following this approach, the Board feels 
that the essential features of any legislation on the subject should be: (1) a 
requirement that bank holding companies obtain the prior approval of a single 
administering Government agency before acquiring additional bank stocks: (2) 
a requirement that bank holding companies divest themselves within a reason- 
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able time of their nonbanking interests, with appropriate exceptions and appro- 
priate tax relief; and (3) a definition of “bank holding company” adequate to 
cover all companies which need to be covered in order to accomplish the objectives 
of the legislation. 

As the Board has heretofore indicated, it is not its desire or purpose to oppose 
or endose any particular bill, nor does the Board make any recommendation 
as to the agency which should be selected by Congress for the administration 
of any such legislation. 

The Board’s general views on this subject and its position with respect to 
specific aspects of bank holding company legislation were set forth in my letter 
tu you of April 11, 1952, and in testimony on behalf of the Board before your 
committee in June 1952, and before the Senate Banking and Currency Com- 
mittee in June 1953. The Board continues to adhere to these views, although 
further consideration has resulted in a refinement of the Board’s thinking 
with respect to a few particular points. 

The Board continues to feel that a definition of “bank holding company” based 
primarily upon ownership or control of 50 percent or more of the stock of a 
single bank would be generally adequate for the purposes of this legislation. 
However, if it should be found that such a definition would not cover all com- 
panies which need to be regulated, some lower percentage tests, down to the 
25 percent test provided in H. R. 2674, would not seem objectionable. In any 
event, it is believed that the definition should be related to the control of one 
bank, rather than two or more banks as provided by the pending bill, since it 
is evident that the potential abuses which may result from the combination of 
banking and nonbanking interests under the same control may exist where 
only one bank is involved. The Board also continues to feel that it is unneces- 
sary and undesirable to vest the administering agency with a broad discretion 
to bring companies under coverage of the bill where they do not meet the stated 
definition. 

With respect to the exemptions from the definition, it appears to the Board 
to be questionable whether any company which meets the definition should be 
exempted from the necessity of obtaining prior approval of the administering 
agency if it should wish to acquire stock of any additional bank. We cannot 
believe that such a requirement would work any hardship even upon a charitable 
or religious institution. However, it is recognized that the requirements of the 
bill for divestment of nonbanking interests might work an undue hardship 
upon charitable, religious, and similar nonprofit organizations and that there 
may be exceptional situations in which control of a bank by an organization with 
nonbanking interests may actually be desirable. Accordingly, in lieu of any 
exemption from the definition of “bank holding company” itself, it is suggested 
that provisions be included in the section relating to nonbanking interests which 
would exempt from the requirements of that section bank holding companies 
operated principally for charitable, religious, and similar purposes and also 
any other bank holding company with respect to which the administering agency 
may determine that its control of a bank is actually in the public interest, as 
where such control is essential to provide necessary banking facilities or to assure 
the sound financial condition of the bank involved. 

The bill H. R. 2674 would require bank holding companies to obtain the 
Board’s prior consent to the acquisition of any bank stocks however small. In 
the interest of minimum control, we suggest that such prior consent be required 
only where, after the particular acquisition of stock of a bank, the bank holding 
company will own a substantial percentage of the bank’s stock, say more than 5 
percent of its outstanding voting shares. 

The provisions of section 5(b) of the bill would prohibit approval of any 
application for the acquisition of stock of a State or National bank if the State 
banking authorities or the Comptroller of the Currency should disapprove the 
application. These provisions would diffuse responsibility and result in dupli- 
eation of effort and, in the Board’s opinion, are unnecessary and undesirable. 
The Board also believes that the provisions of section 5(c), prohibiting acquisi- 
tions across State lines or in any State except in accordance with the branch 
banking laws of the State or pursuant to express statutory authority for such 
acquisitions, would in effect “freeze” the existing status of bank holding com- 
panies and that there is nothing in the present situation which would warrant 
such a severe approach. 

We believe that the rights of the States in this field would be adequately pro- 
tected if, before approving any acquisition of bank stock by a bank holding com- 
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pany, the administering agency were required to obtain and consider the views 
of the State banking authorities. The furthest we believe the Congress should 
go in this direction would be to prohibit a bank holding company from acquiring 
the stock of any bank in any State if, under the same circumstances, the acquisi- 
tion of such stock would be expressly prohibited by the statutes of such State. 

Section 9 of the bill would make it possible for any person directly affected by 
any determination of the administering agency to bring proceedings for judicial 
review with a trial of the facts de novo by the reviewing court. We feel that a 
trial of the facts de novo by the reviewing court would be inconsistent with the 
spirit of the Administrative Procedure Act which exempts from judicial review 
any action committed to agency discretion. Moreover, if any specific provision 
for judicial review is to be included in the bill, we think that the right to review 
should be limited to the principals in the proceedings. In any event, of course, 
arbitrary, capricious, or unlawful action on the part of the administering agency 
would be, and should be, subject to review by the courts. 

The above represents the Board’s principal comments with respect to H. R. 
2674. In addition, there are certain other provisions of the bill which we would 
question. We shall be glad to give you our comments with respect to such pro- 
visions and also to elaborate our reasons for the views briefly stated in this letter 
if you should so desire. 

Time has not permitted the Board to ascertain the views of the Budget Bureau 
regarding this legislation before transmitting this report to you. 

Sincerely yours, 
Wma. McC. MARTIN, Jr. 


FEBRUARY 25, 1955. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of. Representatives, Washington, D. C. 

Sir: This is in response to the request of January 25, 1955, from the clerk of 
your committee for the views of this Department on H. R. 2674, to provide for 
the control and regulation of bank holding companies. 

Under present law bank holding companies may expand through the acquisi- 
tion of bank stocks either by purchase or by giving their own shares in exchange 
for shares acquired. Moreover, there is nothing to prevent such companies from 
engaging in businesses unrelated to banking. It is the view of this Department 
that legislation which would give a reasonable measure of coutrol in these two 
areas should be enacted. 

H. R. 2674 would place drastic geographic restraints on the expansion of bank 
holding companies. We believe it is sufficient that the approval of the Board of 
Governors of the Federal Reserve System be obtained prior to the creation of a 
bank holding company or the acquisition by a bank holding company of any 
voting stock in, or substantially all of the assets of, any bank. 

With respect to the provisions in the bill prohibiting bank holding companies 
from owning stock in companies other than banks and engaging in businesses 
other than banking, they would appear, with the exceptions noted in the attached 
memorandum, to be reasonable. 

A memorandum detailing the important changes, other than those in section 
12(g), this Department would regard as desirable is attached (a separate report 
will be submitted to you shortly on the tax provisions in sec. 12 (g)). This 
Department would favor legislation provided it incorporates the recommended 
changes. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
M. B. Forisom, 
Acting Secretary of the Treasury. 


Memorandum Re H. R. 2674, a bill to provide for the control and regulation of 
bank holding companies. 

H. R. 2674 would place desirable restraints on bank holding companies in the 
two respects in which such restraints are now lacking: (1) expanding in the 
field of banking, chiefly through the acquisition of banks and bank stocks, and 
(2) engaging in businesses other than banking. This Department favors reason- 
able legislation to accomplish these purposes. 
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The bill would provide that no mutual savings bank shall be classed as nor 
held to be a bank holding company by reason of the ownership of the stock of 
any bank as of the effective date of the act. We do not know of any good reasen 
why there should be this exclusion and it is recommended that it be omitted. 

Section 5(b) of the proposed legislation would require the Board of Governors 
to give notice of any application under section 5 to the Comptroller of the Cur- 
rency if any bank affected by the application is a national or district bank; or to 
the appropriate State authority if any bank affected by the application is a State 
bank. The Comptroller of the Currency or the State authority, as the case may 
be, would have power of disapproval. We recommend that this section be elimi- 
nated, as we do not believe the law could be administered effectively by the Board 
of Governors of the Federal Reserve System with a veto power in the hands of the 
Comptroller of the Currency, and the 48 State banking supervisors. The Board, 
in our opinion, should have the exclusive power to approve or disapprove, but we 
consider it would be desirable for the bill to provide that the Board obtain the 
opinion of the Comptroller or the appropriate State supervisory authority, as thx 
case may be. 

Section 5(c) of the bill provides that no application by a bank holding com- 
pany for the acquisition of bank stocks or of bank assets shall be approved if the 
bank whose assets are to be acquired is located outside the State in which the 
holding company maintains its principal office or conducts its principal operation : 
nor shall any such application be approved except “within geographic limitations 
that would apply to the establishment of branches of banks under the statute law 
of such State,” unless the statute law of the State affirmatively permits wider 
areas of expansion within the State for bank holding companies. We believe that 
geographic limitations of this character are unnecessary as the rights of the 
States should be protected sufficiently through obtaining the views of the State 
bank superintendents with respect to the expansion of bank holding companies 
involving State chartered banks. 

Section 6 would prohibit bank holding companies from owrfing any shares or 
other securities or obligations of any company other than a bank and from en- 
gaging in any business other than that of banking. There are provisions for 
some exceptions to this blanket prohibition. We believe that all of these ex- 
ceptions are desirable. We would recommend that in subsection (¢c)(2) and 
(c) (3) the permissible period during which shares, securities or obligations ac 
quired by a bank holding company in satisfaction of debts previously contracted 
or from any of its subsidiaries which have been requested to dispose of such 
shares, securities, or obligations, be lengthened from 2 to 5 years. Our experience 
would indicate that 2 years is too short a time and that a holding company’s 
proper interests could be injured by such a limitation. 

Section 7 of the proposed legislation would prohibit a bank subsidiary of a 
bank holding company from investing any of its funds in, or lending any of its 
funds to, or on the security of the stock or other securities of the holding com- 
pany of which it is a subsidiary. This is unduly restrictive. Under present law, 
member banks may make loans to, or on the security of the stock or other securi- 
ties of, their affiliates in amounts not exceeding 10 percent of their capital and 
surplus, provided the loans are secured in the manner specified by law. This 
has worked well in practice, and there would seem to be no adequate reason for 
imposing more onerous restrictions at this time. However, present Federal law 
is applicable only to member banks and would not prohibit a nonmember subsid- 
iary from lending to its parent holding company within limitations prescribed 
by the law of the State in which the bank is located. In the interest of uniform- 
ity, it is believed that the restrictions on member bank subsidiaries should be 
extended to apply to all bank holding company subsidiaries. Accordingly, in lieu 
of section 7 there should be substituted a provision which would prohibit bank 
holding companies from borrowing from their subsidiary banks except under 
the same terms and conditions which govern loans and investments which mem- 
ber banks are permitted to make to and in their affiliates by section 23A of the 
l’ederal Reserve Act. 

Section 9 of H. R. 2674 provides that any person adversely affected or ag- 
grieved or who has suffered legal wrong shall have the right to a judicial review 
of the action .or nonaction of the Board of Governors of the Federal Reserve 
System, and that the action or nonaction which is the subject thereof shall not 
be considered to be action committed to agency discretion within section 10 of 
the Administrative Procedure Act. We believe this provision would make admin- 
istration of the law very difficult since there is little doubt that many disappro- 
vals and, in some cases, approvals, of applications under the act would be sub- 
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mitted to the courts. We would recommend that the decisions to be made by 
the Board of Governors of the Federal Reserve System be specifically committed 
to the discretion of that agency and, therefore, excluded from review under 
section 10 of the Administrative Procedure Act. Of course, the decisions made 
by the Board should be subject to judicial review in the event of supportable 
allegations that it had acted arbitrarily or capriciously. 

Section 11 (c) of the bill would amend subsection (b) of section 2 of the 
Banking Act of 1933, as amended (12 U. S. C. 221la), by deleting the present 
provisions and inserting in lieu thereof a statement to the effect that the terms 
“bank holding company” or “affiliate” shall include any bank holding company 
as defined in the bill. We are opposed to this provision for the reason that should 
it be enacted into law the present definition of “affiliate’’ would be completely 
eliminated and the above-mentioned statement substituted. Under present law 
an affiliate of a bank may be any corporation, etc., of which a member bank owns 
or controls a majority of the shares or controls in any manner the election of a 
majority of its directors; or any corporation in which a majority interest is 
owned or controlled by shareholders who own or control a majority interest in 
a bank; or any corporation a majority of whose directors are directors of a bank. 
There are provisions of law dealing with the permissible relationship between 
banks and their affiliates. For example, section 23A of the Federal Reserve Act 
deals with loans by banks to their affiliates. Section 24A of the Federal Reserve 
Act deals with investments by banks in the stock of, or loans by banks to, affi- 
liates engaged solely in holding bank premises. Revised Statutes 5240 authorizes 
the Comptroller of the Currency to make examinations of affiliates of national 
banks. Should the present definition of “affiliate” be eliminated from law, as 
it would be by the proposed legislation, doubt would result as to the effect to be 
given to these and other statutes in which the term “affiliate” is used. Presuin- 
ably, they would apply only to bank holding companies, and under the proposed 
bill to be a bank holding company a corporation would have to have a 25-percent 
interest in 2 or more banks. There appears to be no need to repeal the present 
definition of “affiliate” and we recommend that that not be done. 

With reference to section 11 (e), we wish to call to the attention of the com- 
mittee the fact that there is presently before Congress, a bill, S. 256, which would 
amend section 5144 of the Revised Statutes by eliminating mandatory cumulative 
voting. Should that legislation, which we favor, be enacted prior to the pas- 
sage of H. R. 2674, it would be necessary to correct H. R. 2674 to avoid inadvertent 
repeal of the new law. This possibility could be avoided by rewriting section 
11 (e) in such a way as not to reenact the portion of Revised Statutes 5144 
dealing with cumulative voting in the election of directors. 


(Additional report from Treasury Department appears at p. 643.) 


FEDERAL DEPOSIT INSURANCE CORPORATION, 
Washington 25, February 25, 1955. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington 25, D.C. 


DEAR CONGRESSMAN SPENCE: Mr. William J. Hallahan, clerk of your committee, 
has requested a report of our views on H. R. 2674 providing for the control and 
regulation of bank holding companies. 

It is the primary function of the Corporation to protect deposits in insured 
Lanks from losses to the extent provided by law. We, of the Corporation, en- 
deavor to keep within the limits of this obligation, to the end that we are ever 
concerned that the equity or cushion between deposits, on the one hand, and 
the insurance liability, on the other, is not lessened or decreased. It is intended 
that the safeguard provided by the Corporation shall inure to the benefit of 
cepositors, as distinguished from stockholders. Thus, the Corporation scrutinizes 
each application for insurance as a unit to determine whether or not there exist 
adequate capital and sound management in the proposed new bank. In the super- 
vision of insured banks it is our purpose to require each bank as a unit to continue 
operations with sufficient capital and trustworthy management. It is only in the 
exceptional case that the Corporation has occasion to look beyond the board of 
directors, as far as Management is concerned, in the discharge of its supervisory 
authority. 

As you know, there are numbered among the banks insured by the Corporation 
independent units, as well as units owned directly or indirectly by holding com- 
panies, as that tern! is used in the bill. The Federal Deposit Insurance Act re- 
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quires that our Directors “shall administer the affairs of the Corporation fairly 
and impartially and without discrimination’. It is our view that this pro- 
vision demands that the Corporation shall not prefer, nor discriminate in favor 
of or against, any bank by reason of, or lack of, holding company interest in the 
unit. We have scrupulously endeavored to adhere to this mandate of Congress. 

It has been the experience of the Corporation through the years that bank 
holding companies are not inherently dangerous, nor do they, per se, create 
probiems which require additional attention or scrutiny of the Corporation. On 
the contrary, on the whole, banks owned and directed by holding companies have 
presented fewer problems as to asset condition and management than have unit 
banks under independent management and control. This does not mean that hold- 
ing companies are without fault or that their banks are free from problems. We 
merely lean to say that, up to this point, the Corporation does not feel that 
holding companies subject the Corporation to additional or increased risks. 

It is because of these experiences that we do not endorse or oppose the legisla- 
tive actions having as their purpose the regulation and control of holding com- 
panies. The data that have heretofore been presented to Congress, augmented 
by the information that will result from current hearings, will enable Congress 
to conclude the exent to which such legislation is needed. Accordingly, if Con- 
gress does determine that leg slation is desirable to meet the problems in the field 
of banking, we believe that House bill 2674 serves such purpose well, except in 
the few particulars in which our experience would justify consideration of modi- 
ficat on or revision of certain provisions in the bill. 

In reference to the provisions of section 7, which provide for restrictions on 
self-dealing, the Corporation is in full and wholehearted accord with the purpose 
of these provisions. However, the problem of self-dealing is in no manner limited 
to tran actions involving holding companies and their subsidiaries. Again, it 
has been our experience that more losses have been sustained by self-dealing 
indu'ged in by banks under independent management than in units under holding 
company dom nation. Therefore, we would urge that the provisions concerning 
restrictions on self-dealing be extended to apply, either in this or in other legisla- 
tion, to all banks, whether independently owned or part of a holding company. 

It is to be noted that there is no restriction in the bill against the purchase 
or Sale of assets among the units of a holding company, whereas it is through 
transactions of this character that many frauds may be effected. It is our 
conclusion that purchase and sale transactions should not be completely re- 
stricted, but safeguards should be established by law that would prevent manage- 
ment from dumping nonbankable assets, or assets at an exaggerated price, into 
any bank. 

With reference to section 9, we believe that the judicial review provided under 
section 10 of the Administrative Procedure Act should be applicable to all 
decisions made under the provisions of the current bill. The provisions of 
this section, as presently drafted, would stultify the actions of the administra- 
tive agency, by providing a means to bypass the determinations made by the 
agency charged with the responsibility for administering the provisions of the 
act. 

In conclusion, may we state that if Congress, as a part of a national program, 
determines that holding companies should be controlled and regulated, H. R. 
2674 would seem to be adequate, subject to the comments that have been offered 
herein in reference thereto. 

Time has not permitted our obtaining the advice of the Bureau of the Budget 
on this report of our views. 

We appreciate your affording us an opportunity to comment on this bill. 

With personal regards, I am, 

Sincerely yours, 
(Signed) H. E. Cook, 
H. E. Cook, Chairman. 


Mr. Mutter. Mr. Chairman, may I ask a few questions? 

The Cuatrman. Mr. Multer. 

Mr. Mutrer. Mr. Gidney, Chairman Martin seemed to think that 
he had no objection to giving you control over the situation and you 
think his Board would do all right ? 

Mr. Gipney. Well, we are all modest, maybe. But we are more 
modest than he is. We think that the Board is the better place for 
it to be. 
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Mr. Kireurn. But you agree with him that it ought to be in one 
hand? 

Mr. Gipnrey. We emphatically do, because this is going to be diffi- 
cult enough, anyway, and if there is going to be pulling and hauling, 
and a controversy, and a competition, that is not good. We have full 
confidence that the Board would handle it well, and I expect the 
people affected would have that confidence. 

Mr. Mutrer. If the Board has jurisdiction over the matter would 
there be any need to call upon your office for recommendations / 

Mr. Gipney. I think so. When we get into dealing with these 
things we find that it is very important to know the whole story, to 
get different points of view, and we would like, in our office, to have 
a chance to have a say, and I know that if that is true for us, that 
would be even more true for the bank supervisors, who may feel they 
are more distant from the Board than we are. 

Mr. Mutrer. It is the duty of your office to keep the finger on the 
pulse of the national banks? 

Mr. Gipney. We try to. 

Mr. Mutter. Certainly as far as the national banks are concerned 
you could, from time to time, have some valuable information to sub- 
mit to them with reference to any action which they might want to 
take ¢ 

Mr. Gipney. Those things would come to us in the course of our 
work, and we would be able to say whether we thought a particular 
acquisition was desirable or not. That would be from various points 
of view. There would be different considerations entering into that 
as Mr. Martin stated. 

Mr. Muurer. Mr. Gidney, you stated that the bank holding com- 
panies have contributed to the safety of banking by making large 
amounts of capital available to them. 

Mr. Gipney. That is true. 

Mr. Muurer. How does that come about? Ordinarily if someone 
is buying the stock of existing banks they pay the stockholders for 
the stock and then they own the bank. That does not increase the 
capital of the bank. 

Mr. Gipney. That is only the beginning of the story. That is only 
the first chapter. 

Up in your State, back in the period when holding company stocks 
were in great demand, the Marine Midland Corp. sold $60 million of 
stock and most of that was put into the banks as capital during the 
tough period, thereby helping the situation a great deal. 

Others have been putting capital in from time to time. One of 
our holding companies put $2 million into one of our banks as a con- 
tribution within a few days, and so on. 

Mr. Muurer. This money went in as capital ? 

Mr. Gipney. Sometimes they purchase additional stock and put 
it in as capital. In some ‘ases they put it in simply as a contribution, 
and much capital has gone into the subsidiary banks by that method 
over the years. 

Mr. Murrer.I didn’t check into the Marine Midland situation too 
carefully, but it was my impression that the Marine Midland Hold- 
ing Co. sold the stock to the public, and that that money went into 
its coffers, and it used it as its own capital. 
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Mr. Gipney. Well, of course they may be testifying before you so 
I shouldn't try to tell their story to you. They or iginally exc ‘hanged 
their stock for the stock of the constituent banks, but there was great 
demand for their stock in the plush period—I remember they sold $60 
million worth, and my recollection is that the bulk of it went in as 

capital of the subsidiary banks in due course. And my impression 
is that they have raised money since and put it in there. But I have 
been away from there for 10 or 12 years 

Mr. Mutter. We will probably get ‘that story from them. It may 
be that my recollection is entirely wrong. 

I was rather surprised at some of your comment on bank holding 
companies. I should think you would say exactly the opposite of 
that. 

Mr. Gioney. Well, you will have some testimony to the opposite 
effect in the next few days. But that is our view. 

The phrase “multiple office banking” was coined or used by Mr. 
Robertson. But it has been interesting, I have watched this very 
closely over many years, and the holding companies that I know best, 
when they acquire a bank they have quite studiously maintained its 
local character. They have left the same directors, and the same offi- 
cers in charge, and allowed them to handle the thing very much as 
they did before it was acquired. 

I don’t want to make too sweeping a statement on that because ob- 
viously if they find somebody who isn’t doing the job they are going 
to do something about it, but they have gone a long way on that, and 
one reason, of course, has been to keep their good standing in the 
community. After all, nobody has to keep his deposit in a bank if 
he doesn’t want to. Usually there is competition. 

Mr. Morrer. If there is another bank in the town? 

Mr. Gipney. And usually there is, and you certainly have to keep 
your public with you. So they have done a great deal in that way. 
I do not think it would be unfair to the people who operate branch 
banks to say that the holding-company managements have done that 
to a greater extent than those who have branches. I think that would 
not be unfair to the branch people because after all you send a branch 
manager down sometimes, and then move him. 

Mr. Mutrer. I appreciate that a geographic boundary is never a 
satisfactory measure of how a business enterprise should operate. 
New York City is typical. A metropolitan area is an area peculiar to 
itself; you cross State lines by merely crossing a river or crossing a 
street, and you are in another State. So geographic boundaries, as 
such, is never a good way to handle these problems. Yet we must do 
it that way until we devise another method of doing it. 

The thing that bothers me is this. If the principle is wrong about 
keeping State banks within their State, and keeping national banks 
within the State of origin, then we ought to do something about that. 
We ought to arrive at some new method of determining where they 
may operate. But if we are going to follow that method of geographi- 
cal boundaries being the limitation of their operations, then I think 
it should follow over to the holding companies as well. 

I don’t think the holding company in California should run or own 
a bank in New York. And if it does own it it runs it, even though it 
may have local directors. I may be wrong in that theory, but that 
is the way I feel about it. 
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Mr. Gipney. We could go along together there, but it just happens 
that your holding company in New York has not gone out of the 
State at any time. Maybe it is such a good State that they don’t need 
to go out of it. 

A holding company in Ohio has not gone out of the State at any 
time. 

I won’t try to summarize the whole situation, but I think that banks 
which do operate in several States, notably the two in Minneapolis 
and Transamerica, and I think probably you will have a witness from 
one of them, or maybe both the Minneapolis organizations, and they 
will explain to you how they happen to do that. They seem to have 
done a very good job of it. Perhaps conditions are a little different 
when you get into those more sparsely populated States. 

Mr. Mutrer. Mr. Gidney, I wonder if we couldn’t take a few min- 
utes and see if we cannot have a meeting of the minds on these sug- 
gested amendments to the bill itself. 

On page 5 you refer to section 6. 

Mr. Gipnry. Page 5 of my statement / 

Mr. Mutter. Yes, page 5 of your statement. 

You state that 2 years is too short a time to require divestment and 
you suggest 5 years. Wouldn’t it be quite satisfactory if that section 
were made 3 years, and then give the Board the right to extend it up 
to 5 years if it found it necessary / 

Mr. Gipney. That isn’t am: utter of great importance. We find that 
2 years is a very brief period of time and passes before we know it. 
We have a provision in the National Bank Act for disposition of real 
estate in 5 years, and even that passes before you know it. We haven’t 
any strong opinion. We think five would be fairer. It is not a matter 
upon which we would be too insistent. 

Mr. Mutter. Then you refer to section 7, on page 6 of your state- 
ment, that is the restriction on activities of subsidiaries, and you sug- 
gest that the provision prevent holding companies borrowing from 
their subsidiaries except under certain conditions which you state. 

Would you say that that way it would be more satisfactory than as 
it appears in the bill? 

Mr. Gipney. This provision has been in the bill for a long time and 
we have had no trouble with it. The provisions of this section 23 (a) 
are fairly strict, that it shall be secured by collateral in the form of 
stocks, bonds, debentures, having a market value of at least 20 percent 
of the value of the loan, or at least 10 percent, if secured by any obliga- 
tions of any State or political subdivision or any agency thereof. 

So it is a pretty severe section already, and what little benefit or 
satisfaction arises from that, we would be w illing to let them retain. 

This is quite a safe condition as we see it, so we would like to keep it. 

Mr. Mutter. On page 8 of your statement you refer to section 11 
and you suggest that we elimin: ate the section and let the definition 
of affiliate stand as it is now in the law. Do you think it is necessary 
that we add to the definition as it now exists in the law, the words 
“bank holding company” so that a bank holding company will als» be 
considered an affiliate ? 

Mr. Gipney. I think the law would have to amend the definition of 
bank holding company as you decide it. You might leave it as it is 
or you might decide to have it down to 25 percent. We are not of a 
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strong opinion on that. We think it catches most of the things we 
want as it is, but we know that someone who owns 25 percent is a 
pretty important factor in the situation of any bank. 

But these other affiliate definitions have been there a long time. 

Mr. Mutter. They are important and should remain. 

Mr. Gipnry. We are used to them, and it takes time to learn those 
things and we don’t want all this schoolwork we have done to be thrown 
out. 

Mr. Mutrer. So if we leave those definitions in, and add to it, to 
make it clear that we mean a bank holding company should also be 
included, that would solve the problem. 

Mr. Gipney. I think so. 

Mr. Mutrer. On the last page of your statement you refer to elimi- 
nate the mandatory cumulative voting. I don’t want to get into a 
discussion of that, but I do call your attention to the fact that in the 
Spence bill the provision for cumulative voting is not mandatory. 

Mr. Gipnry. We didn’t read it that way. I hope that is right. 

Mr. Mutter. I direct your attention to section 5414, line 23, page 14 
of the bill. I think Iam right. If 1 am wrong, correct me. 

Mr. Gipnry. Yes; that is mandatory, in the sense we have used 
mandatory, because each stockholder shall have the right, and that has 
given us quite a lot of trouble in our banks. We have recommended 
that the law be amended to strike out the provision that it shall always 
be there, and to substitute that any national bank may, by action of its 
shareholders, adopt cumulative voting. 

Mr. Mutrer. Thank you, Mr. Chairman. 

The Cuairman. Are there further questions? If not, thank you 
very much, Mr. Gidney, for your testimony. 


The committee will adjourn to meet tomorrow morning at 10: 30. 
(Whereunon, at 5 p. m., the committee adjourned to reconvene at 
10 a. m. the following day, Tuesday, March 1, 1955.) 
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TUESDAY, MARCH 1, 1955 


Houser or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., the Honorable Brent Spence (chair- 
man) presiding. 

Present: Representative Spence, chairman, and Representatives 
Brown, Patman, Multer, O’Hara, Mrs. Buchanan, Mrs. Sullivan, Mr. 
Mountain, Reuss, Wolcott, Talle Kilburn, McDonough, Widnall 
Betts, Mumma, Hiestand, Nicholson, and Bass. 

Mr. Brown (presiding). We will proceed, gentlemen. 

Mr. Bryan and Mr. Harding of the Independent Bankers Associa- 
tion of America, will be our first witnesses this morning. 

Mr. Bryan is president of the Independent Bankers Association of 
America, and Mr. Harding is president of the Independent Bankers 
Association of the 12th Federal Reserve District. 

Mr. Bryan, you may proceed, first. 


STATEMENT OF W. J. BRYAN, PRESIDENT, THE INDEPENDENT 
BANKERS ASSOCIATION OF AMERICA 


Mr. Bryan. Mr. Chairman and members of the committee, my name 
is W. J. Bryan, and I appear here as president of the Independent 
Bankers Association of America. This association has a membership 
of more than 5,200 banks from States other than those in the 12th 
Federal Reserve District. Those States have their separate associa- 
tion, which is represented here by its president, Mr. Harry J. Harding. 
Our members are predominantly small and medium-size banks, which 
are unable, individually, to send representatives here to ple: id their 
cause. We do not maintain a Washington office or have any paid lob- 
byists. None of us who will testify to you in behalf of H. R. 2674 
receives any pay from either association. 

We heartily endorse H. R. 2674 as urgently needed to stop the eva- 
sion of Federal and State laws that were designed to prevent concen- 
trated control over money and credit. We should like to emphasize 
the fact that this is the only country left where most communities 
are served by home-owned and home-managed banks which are aware 
of and responsive to the needs of the people of their areas. We believe 
that this has been the most important single factor in the development 
of the United States. Like yeast cells in a loaf of bread, each working 
in its immediate area, our banks scattered throughout the country 
have cooperated to produce the greatest and most general economic 
development the world has known. 
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Other countries must depend on 3, 4, or 5 banks having up to thou- 
sands of branches. Policies and important credit decisions are made 
hundreds or thousands of miles from many of the branches. The in- 
terest of an enterprising local customer may run counter to that of a 
large main office account, in which event the former might suffer. This 
inevitably tends toward concentration in all lines, cartels, the stifling 
of new enterprises, and stagnation—what has been termed the “mature 
economy.” When forced to choose between such monopoly and some 
“ism,” countries invariably have chosen the latter. 

Recognition that political freedom and economic freedom are inter- 
dependent is prominent in American history. I should like therefore 
to review some of this history for the purpose of bringing up to date 
this old and recurring struggle for and against centralized power, and 
to present the present problem in its proper focus: 

The Bank of the United States, chartered by Congress in 1791, was 
authorized to have branches. It proved unsatisfactory, and its charter 
expired in 1811. A second Bank of the United States was chartered by 
Congress in 1816. It had as many as 27 branches in various cities. 
One of these was in Cincinnati. Illustrative of the tendency to abuse 
power, the bank in 1818 ordered the Cincinnati branch to collect its 
loans at the rate of 20 percent each month. The effect was disastrous to 
people and businesses in that city, as the bank foreclosed a great 
amount of real estate upon which it later realized much profit. This 
action precipitated the panic of 1818-19. The bank became so power- 
ful, politically as well as financially, that it attempted to force Presi- 
dent Jackson to renew its charter 4 years before it expired. Jack- 
son’s veto of a renewal bill passed by Congress friendly to the bank 
was a paramount issue in the election of 1832, and his election doomed 
the bank. Thus ended our first and only nationwide branch banking 
system. 

In the same year, 1836, Rhode Island adopted legislation against 
branch banking. The Free Banking Act of New York in 1838 pro- 
hibited branches. Massachusetts passed similar legislation, and the 
bank commissioners of Connecticut charged that branches had not 
been recognized by law and should be prohibited. Whether recog- 
nized by law or not, and mostly not, banks operated branches in 
most of the States on a broad scale, but practically all ended in failure. 
This caused Congress to insert in the original National Bank Act of 
1863 a prohibition against branches of national banks, but it was 
amended in 1865 to permit State banks with branches to come into the 
system and retain their branches. Notwithstanding this concession, 
the branches which came in did so as independent units. <As a result, 
there appears to have been only one branch—of a State bank—left in 
the country in 1865. 

From then until 1910 there were relatively few banks with branches 
outside their home cities. In 1910, 29 States apparently had no laws 
on branches, pro or con. Nine prohibited them, and five restricted 
them to cities or parishes. 

After 1910 the spectacular and rapid expansion of the Bank of 
Italy in California begot imitators around the country. Banks in 
many States started branches, which led to the adoption of State laws 
which prohibited or restricted branches within limited areas, but the 
existing branches were left. By 1929 22 States had prohibited 
branches, 10 permitted them within narrow limitations such as cities, 
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counties, etc., 9 permitted them statewide, and 7 had no laws on the 
subject. 

It will be recalled that the late 1920’s was a period of expansion, 
mergers, and speculation. In almost every field there was great 
rivalry to be the biggest. Banking was no exception. When the 
possibilities of growth by absorbing competitors were exploited, other 
means were sought. Stopped by Federal and State laws from branch- 
ing out into other areas, ambitious bank promoters turned to the hold- 
ing company device, which was working so successfully in other fields, 
notably public utilities. So bank holding companies began to spring 
up in States that prohibited branch banking. Most of these were 
intrastate operations, but some were interstate. The organization 
of one holding company under the sponsorship of a bank usually led 
to the formation of another by its principal competitor, which felt 
it must do so to maintain its competitive position. Other rivals some- 
times followed suit. In my State, three such holding companies were 
organized between the adoption of our anti-branch-bank law, in 1925, 
and 1930. The Federal Reserve Bulletin of February 1938 reveals 
that on December 31, 1931, there were 97 bank holding companies in 
existence, an average of more than 2 for each State. 

I should like to emphasize that as branch banking started without 
any legal basis for existence, being neither specifically permitted nor 
prohibited, which omission was corrected in most States by prohibitory 
laws, bank holding companies likewise were organized not only with- 
out any lawful recognition, but for the purpose of evading the laws 
on branch banking. The very circumstances of their origin is proof 
of this. The Federal Reserve Bulletin of April 1930 noted that: 

* * * the area within which these developments have been relatively more 
considerable in extent is composed largely of States which have prohibited the 
establishment of branch banking offices * * *. 

Business Week of September 21, 1929, declared bluntly, “Chains 
are evasions of law.” Dr. Gaines T. Cartinhour, in his book Branch, 
Group, and Chain Banking, published in 1931, listed— 

The desire to circumvent Federal and State laws prohibiting or limiting branch 
banking in anticipation of legislation removing the restriction— 

as the primary motive for establishing them. The principal exponent 
of the branch and holding company movement, Mr. A. P. Gianini, 
stated to this committee at hearings in 1930: 

I believe branch banking should be extended on a nationwide and worldwide 
basis, for if you do not have direct branch banking you are going to have it indi- 
rectly through holdig companies. 

The then Chairman of the Board of Governors of the Federal 
Reserve System, Mr. Marriner S. Eccles, stated to the Senate Com- 
mittee on Banking and Currency of the 80th Congress : 

Under existing law * * * there is nothing to prevent it [a holding company] 
from acquiring stock of an existing bank and operating it as a branch of the 
entire holding company system. 

Mr. Eccles’ successor as Chairman of the Board, Mr. Thomas B. 
McCabe, stated to the same committee of the 81st Congress : 


_ Through the acquisition by the holding company of the stock of an exist- 
ing bank which thereafter may be operated for all practical purposes, as a 
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branch of the holding company system, the denial of a branch application of a 
{holding company] controlled bank may become almost meaningless. 


The present Chairman of the Board of Governors, Mr. William 
McChesney Martin, has stated in a letter to the chairman of your 
committee that a holding company can evade laws as to branches of 
banks and as to engaging in nonbanking businesses. That they can 
and do evade these laws is a self-evident fact. 

Although there were no laws regarding bank holding companies, 

an opinion issued by the Solicitor General of the United States on 
November 6, 1911, held that a banking holding company—perhaps 
the first of the modern type— 
in its holding of national bank stocks is in usurpation of Federal authority and 
in violation of Federal law. 
As a result, this holding company disposed of its bank stocks. We 
may well ask why this opinion was not evoked in connection with 
later holding companies? Or why it is not applicable now? The 
facts and laws cited therein appear relevant. In fact, they are so 
pertinent to the consideration of H. R. 2674 that I should like to 
review the opinion and quote portions of it. 

The Solicitor General, Hon. Frederick W. Lehmann, considered— 
the purposes which the framers of the National Banking Act had in view. The 
first, the paramount, purpose was to secure a uniform national system of cur- 
rency, and to do this without the creation of a great central institution like the 
old United States Bank. The opposition to such an institution was deep- 
seated and widespread * * *. It was affirmed that frequently great incon- 
venience and sometimes terrible disaster resulted to the trade and commerce 
of different localities by the mother bank of the United States arbitrarily inter- 
fering with the management of the branches by reducing suddenly their loans 
and sometimes withdrawing large amounts of their asset for political effect. It 
[the national bank system] will be as if the Bank of the United States had 
been divided into many parts, and each part * * * revolving on its own orbit, 
managed by its own board of directors, attending to the business interest of its 
own locality * * *. 

The first Comptroller of the Currency, Mr. Hugh McCullock, was 
quoted : 

It is not to be a mammoth corporation, with power to increase and diminish 
its discounts and circulation, at the will of its managers, thus enabling a board 
of directors to control the business and politics of the country. It can have no 
concentrated political power * * *. It will concentrate in the hands of no 
privileged persons a monopoly of banking * * *. The banks created by the 
National Banking Act were, and were designed to be, local institutions and inde- 
pendent of each other— 
said General Lehmann. 

He quotes section 5133 of the National Bank Act: 

Associations for carrying on the business of banking under this title may be 
formed by any number of natural persons, not less in any case than five. 

He emphasizes: 


It should be noticed in passing that only “natural persons” may engage in the 
formation of a bank. 


He quotes section 5146: 


Every director must, during his whole term of service, be a citizen of the 
United States, and at least three-fourths of the directors must have resided in 
the State, Territory, or district in which the association is located for at least 1 
year, immediately preceding their election, and must be residents therein during 
their continuance of office. Every director must own, in his own right, at least 
10 shares of the capital stock of the association of which he is a director. Any 
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director who cceases to be the owner of 10 shares * * * shall thereby vacate 
his office. 


Again he emphasizes: 


Here the local character of the bank is secured. The directors must all be 
shareholders, they must all be citizens of the United States, and three-fourths of 
them must be residents of the State. 

it should be noted here that the law regarding directors of national 
banks and their ownership of bank stock remains in effect identically 
the same as quoted above. Mr. Ben DuBois, secretary of the Inde- 
pendent Bankers Association, in testifying before the Senate Com- 
mittee on Banking and Currency at hearings June 23, 1954, pointed 
out that some vat, Bama bacurlomcide retain a hold on the directors’ quali- 
fying shares through a repurchase agreement or option to buy them 

back when they cease being directors. Since the holding companies 
can remove them at will by not reelecting them, they serve as directors 
and even hold their qualifying shares at the pleasure of the holding 
companies. Thus a feature of the National Bank Act upon which its 
founders laid great stress has been practically nullified. 

Furthermore, every application for a new bank, National or State, 
receives a very thorough investigation by the Comptroller of the Cur- 
rency or appropriate “State bank supervisor. They investigate the 
need for the bank, its prospects, and “age ularly the qualifications of 
the proposed officers and directors. Yet, on the very day it opens for 
business a holding company, an intangible corporation located any- 
where in this country and controlled by people of whatsoever char- 
acter, can acquire control of the bank, and the supervisory authority 
has no power whatsoever to prevent it. H. R. 2674 gives the super- 
visor who assumed the responsibility for chartering the bank the 
rightful power to veto such acquisition. 

Returning to the opinion of General Lehmann, he quotes from a 
court decision regarding ownership of national bank stock by another 
national bank: 


Another evil that might result, if large and wealthy banks were permitted 
to buy and hold the capital stock of other banks, would be that in that way the 
banking capital of a community might be concentrated in one concern * * *, 
Such accumulation of capital would be in disregard of the policy of the nation: ul 
banking law * * *. The smaller banks, in such a case, would be in fact, though 
not in form, branches of the larger one. 


His conclusion was: 


* * * certainly there can be no holding of such shares by any corporation 
when the result is to defeat the policy of the National Banking Act; that is, 
to destroy the local character of the bank, break down its independence, vest its 
control in another corporation, and link it in substantial proprietary interest 
with some other business than national banking * * *. Weare dealing with 
corporations of a public character, with national banks, which have publie 
duties to perform, and of these it is a peculiar obligation “to maintain inde- 
pendent corporate existence and not surreunder control of their affairs or the 
exercise of their powers to another corporation.” No authority is given by the 
Federal statutes to the national banking association for assigning their powers 
and delegating their duties to a corporation created by a State, and which, under 
its charter from the State, may engage in a business and exercise powers denied 
to the banking association by the law of its creation. 

Here again it is to be observed that if the power in question exists it exists 
without limit. The company may extend its power to the full control of all the 
banks into which it has made entrance. Nor need it stop with these. As it 
grows by what it feeds upon it may expand into a great central bank, with 
branches in every section of the country. It is in incipient stage, a holding com- 
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pany of banks, with added power to hold whatever else it may find to be to its 
advantage. 

Where public law and public policy are involved, forms and frictions are dis- 
regarded and the facts are dealt with as facts. 

* * * Indirection, if it accomplishes the same purpose, stands upon the same 
footing with direction. 

Our courts, Federal and State, have consistently supported the con- 
clusion reached in the above opinion: 

The spirit as well as the letter of a statute must be respected. (Chief Justice 
of the United States Supreme Court Marshall, Durousseau v. United States, 307, 
314, 6 Cranch 307, 3 L. Ed. 232.) 

It is a well-known maxim of the law that one cannot do indirectly what the 
law prohibits being done directly. (Justice Campbell of the Supreme Court of 
Oregon, Friedenthal v. Thompson, 146 Oreg. 640, 31 Fed. (2d) 648, 645.) It 
is a rule of law that a party is forbidden to do indirectly what it cannot do 
directly. (Justice Griffin of the California Supreme Court of Appeals, Shenson 
v. Fresno Meat Packing Company, 96 C, A. 2d, 725, 216 P. 2d 156, 160.) 

The corporation cannot do indirectly what it is prohibited by law from doing 
directly. Hon. Price Daniel, now a Member of the United States Senate while 
attorney general for the State of Texas, in opinion rendered Texas Banking 
Department in 1952, which led to the dissolution of bank holding companies in 
Texas. ) 

As stated above, the finding that the holding company was “in 
usurpation of Federal authority and in violation of Federal law” 
caused it to divest itself of its bank stocks, and itself was later liqui- 
dated. Why was this opinion not used to prevent the later formation 
of bank holding companies? Senator Carter Glass charged that it had 
been suppressed when he found it in the Comptroller’s office. The 
Comptroller at that time was an outspoken and active advocate of 
interstate branch banking, which may have kept him from proceeding 
against these effective fifth columns for branch banking. This illus- 
trates one reason the advocates of H. R. 2674 want definite laws to 
regulate holding companies, rather than leaving it to discretionary 
authority. 

We have mentioned that there were 97 bank holding companies on 
December 31, 1931. While those remaining in existence now claim 
much credit for stabilizing banking during the 1930's, these claims are 
open to serious question. Their public statements when they were 
organized were to the effect that they were buying only “the strongest 
and best banks.” They could hardly have sold stock for the purpose 
of playing the good samaritan to failing banks. One would be naive 
indeed to believe they did so except where it was to their advantage, one 
way or another. Independent banks throughout the country heiped 
in various ways to save their weaker brothers, not necessarily from 
goodness of heart, but to restore confidence in banks. Actually, the 
areas which were hardest hit by failure were those where holding com- 
panies most nearly monopolized banking. Much has been made of a 
statement that a governor asked an out-of-State holding company to 
organize a bank in his State. He would not have had to do this except 
for the failure of a large chain which paralyzed his State. 

rn . . ° 4 ° ° 

The holding companies and their banks were leaders of the agitation 
during the early 1930’s for Federal and State legislation to permit 
branch banking. They claimed they wanted this so they could save 
small independent banks from failing by taking them over as branches, 
and in fact had support from some such banks on this premise. A 
probably stronger reason, however, was that by converting their affili- 
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ates into branches most of the capital funds of the affiliates would be 
recovered, as the parent bank would not be required to have capital 
equal to the aggregate capital of itself and its afliliates. Evidence thai 
this was a desperation move for some of the holding companies is fur- 
nished by a statement of Senator Carter Glass during hearings cou- 
ducted by him as chairman of a subcommittee of the Senate Commiiice 
on Banking and Currency: 

Mr. Guass. It is the view of the committee, upon information presented, that 
if we do not adopt statewide branch banking, the holding companies and the 
banks which they hold are going to be pretty soon wrecked. I do not know that 
it ought to be stated here, but we want to consider this whole problem in frank- 
ness. If the existing requirements of the law were put into effect by the Comp- 
troller of the Currency, there are thousands of banks which have not yet closed 
their doors whose capital and surplus have been impaired, which would have to 
be closed up today, and unless we do something of this nature, that part of the 
country where these holding companies exist—and they are not confined to any 
one section, though perhaps they are more numerous in the Northwestern sec- 
tion of the country than in any other section—are going to find themselves in 
inextricable difficulties. 

You will note that Senator Glass put the blame squarely on the 
holding companies. 

Mr. Parman. There is no date of Senator Glass’ statement. Do you 
have that date ? 

Mr. Bryan. Iamsorry. I think it was either 1932 or 1933. 

Mr. Brown. You may supply that for the record. 

Mr. Bryan. I can supply the date, sir. 

(The statement of Senator Glass appears on p. 9893 of Congressional 
Record of May 10, 1952.) 

Mr. Bryan. The worst banking troubles were in the areas where 
holding companies existed; the reason for passing the bill to permit 
national banks to have statewide branches, regardless of State laws to 
the contrary, was to save “the holding companies and the banks which 
they hold” from being “wrecked,” and “that part of the country 
where these holding companies exist” from “finding themselves in 
inextricable difficulties.” 

However, in States where there were no leaders to organize opposi- 
tion and present the facts, the anti-branch-bank laws were repealed or 
altered. Where such leadership was found, the laws usually remained 
unchanged. The Independent Bankers Association started with a 
small group that waged a successful fight in Minnesota. Much of its 
early financial support came from banks that were so afraid of the 
big holding companies that they would not join openly. Intimidation 
was tried in other States, where holding company representatives 
“muscled in” on meetings of independents. 

The net results was that between 1929 and 1939 the number of States 
that prohibited branch banking declined from 22 to 9; the number per- 
mitting it increased from 19 to 35; the number without legislation on 
the subject was reduced from 7 to 4. 

On the other hand, between the ends of 1931 and 1936 the number 
of bank holding companies dropped from 97 to 52. Twenty-four, al- 
most 25 percent, had failed, 17 had converted their banks to branches, 
7 had sold their banks, usually to people in the respective communities. 
Only 42 groups were in operation on both the above dates. 

These figures show that bank-holding companies have been very 
effective Trojan horses for opening breaches in our laws after cireum- 
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venting them. By breaking down State laws, they have brought about 
changes in the National Bank Act, in order that national banks could 
—— on an equal basis with State banks. But the Congress has 

sadfastly respected the rights of the States to specify the extent to 
which branch banking shall be practiced within their respective bor- 
ders. Practically all the States have done so, but they have no way to 
protect themselves against an outside corporation’s coming in and 
buying stock in their banks and gaining control. H. R. 2674 affords 
them that protection. Discretionary control would not do so. 

The fundamental strength of H. R. 2674 is that it is founded 
solidly and firmly on existing law, Federal and State. It states in 
clear language what has long been a basic rule of |: uw, that one cannot 
do indirectly, what is forbidden to be done directly. Federal law for- 
bids banks having branches across State lines. H. R. 2674 forbids 
holding companies from buying banks across State lines. State laws 
limit branches within their borders in varying degrees. H. R. 2674 
accordingly limits the acquisition of banks by holding companies. 
National and State laws prohibit banks from owning other types of 
businesses. H. R. 2674 provides that a company that controls two 
or more banks shall not own such businesses. 

The opponents of this bill have contended that to base holding- 
company legislation on branch-banking law is wrong, because there is 
fi difference between branches and affiliated, r subsidiary, banks. 
(;reat stress is placed on their difference in Riis’ which everyone of 
course recognizes. But they are differences without a distinction. 
For, as was shown by authoritative quotations above, subsidiary banks 
are to all purposes and effect branch banks. Other than in form, what 
is a practical difference between a branch and a bank the stock of 
which is owned by a holding company that selects the bank’s directors 
and changes them at its pleasure, even holding repurchase rights to 
the directors’ qualifying shares; that hires and fires the bank’s per- 
sonnel and otherwise supervises its operations; that makes its invest- 
ments, handles its insurance, buys its supplies, originates and places 
its advertising; passes on its loans to local firms and individuals, 
usually receiving a fee for all these services ?— 

Where public law and public policy are involved, forms and fiction are disre- 
garded and the facts are dealt with as facts * * *. Indirection, if it accom- 
plishes the same purpose, stands upon the same footing with direction— 
to requote Solicitor General Lehmann. H. R. 2674 treats facts as 
facts. 

Thus far I have dwelt on the moral side of this issue: Whether laws 
and their clear intent are to be respected or whether by clever utiliza- 
tion of what courts have called the corporate veil an illegal act is 
legalized? Whether precedents established by failure to enforce a 
law shall become the basis for changing that law? I should like now 
to point out some compelling reasons why H. R. 2674 is urgently 
needed. 

According te information furnished by the Board of Governors 
of the Federal Reserve System to the Senate Committee on Banking 
and Currency on June 10, 1953, there were 34 bank-holding-company 
groups as of December 31, 1952. Four of these are now in process 
of being liquidated as a result of a ruling by the attorney general of 
Texas in 1952 that they were in violation of Texas’ anti-branch-bank 
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law. Two others have converted their controlled banks into branches 
after a change in State law. That leaves 28. In addition, there are 
several chains not classed as holding companies, but operating in the 
same manner. Some of both types are small, in some instances 3 family 
holding companies. But 12 of the holding companies had banks in 
from 2 to.7 States, as of December 31, 1952. One of these controlled 
banks having 44.88 percent of the deposits of 1 State, 76.75 percent 
of another, and 45.59 percent of a third; in addition to controlling a 
1:arge number of nonbanking companies, manufacturing and process- 
ing, Insurance, mortgage and fin: “ e, and so forth. In another State 
| holding company ‘controlled 36.65 percent of that State’s deposits, 
with another holding company wet 11.13 percent, or 47.78 percent 
between them. Another holding company controlled 30.12 percent 
and 24.40 percent, respectively, in 2 additional States. ‘Two other 
holding companies competing in still other States controlled 57, 44, 29, 
and 32 percent, respectively, in 4 States. These last two holding 
companies control almost half of the deposits of an entire Federal 
Reserve District. 

Further acquisitions and mergers since December 31, 1952, reveal 
increased and startling concentration of bank deposits ; 9 of the 26 
largest banks in the country, as of December 31, 1954, absorbed 46 
banks that year; 32 of these were taken over by 2 banks in different 
States, both controlled by the same holding company. Such ac quist- 
tions brought the deposits of 1 of these banks to 44.6 percent of its 
State’s total. But a competitor bank also acquired 2 banks with 10 
branches to attain 42.6 percent, giving 2 banks 87.2 percent of that 
State’s deposits. 

Mr. Rarns. What State is that, please ? 

Mr. Bryan. Oregon. 

The same holding company has a bank in another State which has 
two-thirds of that State’s deposits ; yet this bank apparently felt con- 
strained to take over 1 of its 7 competitors last year. This same hold- 
ing company has another bank which has 20 percent of still another 
State’s deposits. But another bank in this State, with over 49 percent 
of the deposits on June 30, 1954, formed a holding company to acquire 
control of a competitor having 8 percent. Thus, 1 holding company 
now controls 58 percent and another 20 percent, over 78 percent for 
the 2. 

This amazing and alarming concentration has been possible only 
because of the holding company device. H. R. 2674 would have pre- 
vented it, had it been enacted in time. It can still prevent the same 
from happening to the rest of the country. But immediate action is 
urgently needed. Ambition is insatiable. Having acquired the banks 
in the areas where they now operate, the holding companies will look 
for new fields to conquer. New companies will be organized as a pro- 
tective measure. Then the larger holding companies will absorb the 
smaller ones. Within a generation most of our banks will have disap- 
peared, and we shall have a very few very large systems. Do we want 
this? Do we dare risk it? 

From the early days of this Republic it has been public policy to 
encourage small business. In this year’s Economic Report of the 
President he stated: 


The public policy to encourge the expansion of a free economy must assign 
a high place to measures that keep the doors to opportunity open for new and 
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small enterprises * * *. The Government has a responsibility to maintain easy 
entry into trade and industry, to check monopoly, and to preserve a competitive 
environment * * *, 

Most of our leading companies were once small, and got started 
because local banks had confidence in the ability of the founders. 
Ideas and ability are to be found everywhere. And who is so likely 
to recognize these as the local banker who has the power to’act on his 
judgment, and who will benefit his bank and his community by devel- 
oping a substantial customer and employer. I am sure your home 
districts, like mine, offer many such examples. As the Commercial and 
Financial Chronicle has so well stated: 

Unit banking is peculiarly suited to the genius of the American people, to the 
democratic republican form of government which we have developed, to the 
nature of our business and industrial organization, to our social institutions, 
and to the individualism which is the foundation of our national progress * * *. 
Let us never despise the day of small beginnings nor the virtue inherent in small 
things. 

Contrary to possible opinion, bank support for H. R. 2674 is not for 
selfish reasons. Holding companies offer the best market to those 
wishing to sell, which is the reason for their growth. Independent 
banks are more than “holding their own” with them in competition. 
Holding companies offer better salaries to management of banks to 
enlist their aid in buying stock. Some of us might find it profitable 
to form holding companies of our own. So we are really working 
against our financial interests. But we know what the end result 
will be. We want to see our communities continue to grow. We are 
fearful of what will happen to our customers needing character loans 
based on our personal knowledge; to our smal] merchants and manu- 
facturers who are competing with national organizations; to our local] 
papers who depend on local businesses, as do our lawyers, insurance 
agents, and other professional people. We have read some history, 
both American and foreign, and have observed that “all power cor- 
rupts. Absolute power corrupts absolutely.” We know that “it can 
happen here.” 

We do not contend, nor do we believe, that those representing or 
connected with holding companies, are motivated by any evil design. 
They are able and ambitious men, who are representing the corpora- 
tions that employ them. We are not trying to put them out of busi- 
ness. H. R. 2674 is not punitive legislation. It takes none of their 
banks away from them. It simply requires them to respect our laws 
in future expansion. 

There is cause for grave concern over the increasing trend toward 
concentration of control over our country’s money and credit. Weare 
rapidly following the example of England, whose many banks be- 
came the Big Five. She finally passed a law against further con- 
centration. Do we dare waitsolong? The Bank of England has been 
nationalized. France has nationalized its few banks. There are only 
a very few in all the other countries. The same will inevitably come 
to pass here unless we forestall it by legislation. 

There is no question about what the reaction of the American 
people would be to such a condition. A nation that would not allow 
& monopoly over tobacco certainly will not condone one over the life- 
blood of its economy, money and credit. Through their representa- 
tives in Congress and the State legislatures they have at various 
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periods erected legal barriers against such centralization. Some of 
these have fallen, some have corroded. It is urgently necessary that 
we stop the remaining laws from being evaded. H. R. 2674 would 
do this. Its adoption by the Congress is necessary if we are to pre- 
serve our free enterprise banking system, the economic counterpart 
of our political system. Each is essential to the other. 

The Cuarrman. Now, you may proceed, Mr. Harding, and we will 
interrogate both of you gentlemen. 

Mr. Parman. At one point, Mr. Chairman, I want to ask something 
which is not connected with the other testimony. I think it is very 
important in the consideration of this bill, and that is the law which you 
quoted, Mr. Bryan, in the beginning. That is still the law of the 
land, IT assume, about “natural persons” / 

Mr. Bryan. Yes, sir; that is still the law. It doesn’t say “10 
shares” any more, but it says “$1,000,” because originally we had a 
hundred dollar par value of stock, so it was 10 shares, but now with 
lower par values it is set at $1,000. 

Mr. Parman. And the report of the Comptroller has not been re- 
pealed or rescinded by any subsequent holder of the office 

Mr. Bryan. It is an opinion by the Solicitor General. 

Mr. Parman. I mean the Solicitor General. 

Mr. Bryan. It has never been enforced. 

Mr. Parman. It has never been changed ¢ 

Mr. Bryan. No, sir. 

Mr. Parman. It occurs to me that we have sufficient law, if your 
statement is correct, Mr. Bryan, and if it isenforced. In other words, 
our weakness has been our failure to enforce existing law. 

Mr. Bryan. That is correct. That is where the trouble develops. 
Had we enforced our laws we would not have had this trouble. How- 
ever, there have been some changes. 

Mr. Parman. This committee ought to call on the Justice Depart- 
ment for an official ruling on this particular law, this Solicitor Gen- 
eral’s ruling. 

Mr. Bryan. We would like very much to see it. 

Mr. Parman. And find out what he proposes to do about it now. 

[ know what happened in Texas. We stopped it in Texas, and 
it could be stopped here. 

Mr. Bryan. The Banking Act of 1933 did give legal recognition 
to holding companies when it required them to get a permit in order 
to vote their stock, but I am of the opinion that that was emergency 
legislation and wasn’t given very much consideration by the Congress. 

The Crratrman. I suggest Mr. Harding proceed, and then we will 
interrogate both these witnesses. 

Mr. Harding, you may proceed. 


STATEMENT OF HARRY J. HARDING, PRESIDENT, INDEPENDENT 
BANKERS ASSOCIATION, 12TH FEDERAL RESERVE DISTRICT 


Mr. Harpine. My name is Harry J. Harding. I am president of 
the Independent Bankers Association of the 12th Federal Reserve 
District which includes the States of Idaho, Utah, Arizona, Nevada, 
Washington, Oregon, and California, as well as the Territories of 
Alaska and Hawaii. We are in an area that experienced intense 





164 CONTROL AND REGULATION OF BANK HOLDING COMPANIES 


bank holding company development which, in a large measure, ac- 
counts for the fact that whereas in past years there were many inde- 
pendent community-owned and centered banks, today we can boast 
of a membership of only 340 banks. I am also president of the First 
National Bank, of Pleasanton, Calif., located in a small community, 
primarily agricultural, and our bank totals a little more than $3 million 
in resources. I receive no compensation of any kind, direct or in- 
direct, as president of our association. 

We urge prompt enactment of H. R. 2674 as necessary because 
present bank holding company laws are inadequi ite. 

H. R. 2674 contains a provision in section 2, a declaration of policy, 
which we like very much. We are glad the Comptroller of the 
Currency offered no objection to this, and Governor Robertson ob- 
jected to only a part of this declaration. 

We wish that the Banking Act of 1933 contained a declaration of 
policy that set forth at some length the purpose of Congress in enact- 
ing those provisions relating to bank holding companies. We do find 
such a declaration in the conference committee report. 

Congress in the Banking Act of 1933 undertook to accomplish a 
purpose as declared by the joint conference committee to be— 
to separate as far as possible national and member banks from affiliates of all 
kinds. 

In using the word “separate,” I don’t think any of us conceived that 
Congress desired to separate from the banking law anything that was 
desirable and helpful. The law provided for some supervision of hold- 
ing companies. However, the Board of Governors of the Federal 
Reserve System, charged with the administration of the law, soon 
found these provisions were inadequate to accomplish the purpose for 
which the law was enacted. In its annual report for 1943, as well as 
in subsequent years, the Board recommended certain broad changes 
which it believed to be necessary to make the law effective. 

The definition of a bank holding company as it exists in present law 
particularly was considered inadequate, because as the Board stated: 

Effective control does not depend on the ownership or control of a majority of 
the outstanding shares. It can and often is exercised through the ownership or 
control of a much smaller proportion of total shares outstanding, and this fact 
has been recognized by the Congress in corresponding legislation enacted in other 
fields. 

Marriner S. Eccles, the then Chairman of the Board of Governors, 
in 1947 stated : 

We have several cases where they control the management of banks and do 
not own any shares at all. 

Thomas B. McCabe, testifying as Chairman of the Board in 1950, 
summarized the inadequacies of existing law when he declared: 

The legislation applying to bank holding companies today is woefully inade- 
quate, can be avoided, and is ineffective as a retarding influence in the expansion 
of such companies. 

Federal legislation is necessary because the States are unable to 
meet the problem. Any law the States may enact, we are given to 
understand, would not apply to the ownership or control of the stock 
in a national bank doing business in such a State, held by an out-of- 
State corporation. This leaves the States helpless to prevent an inv 
sion from outside the State whereby a corporation buys control of a 
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number of national banks and operates them, in effect and to all intents 
and purposes as branches, even though the laws of such State may 
prohibit branches and may also forbid corporate ownership of bank 
stock. This is illustrated in the case of Washington. The laws of 
that State prohibit a corporation from owning more than 25 percent of 
the stock in a bank. However, Transamerica does own more than that 
percentage in the National Bank of Washington; but we find the law 
does not apply to the holding company because it is organized under 
the laws of Delaware and does not do business in Washington, and the 
bank in question is a national bank, not subject to the State’s limita- 
tions. 

Enactment of H. R. 2674 is also urgently necessary because there are 
now no restrictions as to the size or the area within which a holding 
company can expand nor on the kinds of business in which it can 
engage. 

Senator A. Willis Roberston pointed out this fact on May 5, 1950, 
when he stated: 

At the present time, there is no law and no regulatory or supervisory authority 
to prevent a single corporation from controlling almost all the banks of the 
United States through ownership of their stock or by any other means that might 
be devised. Today any corporation which can obtain sufficient funds may law- 
fully, and without anyone’s permission, buy up the stock of banks in Maine, 
Virginia, Florida, Ohio, Arkansas, Minnesota, Montana, California, and almost 
uny ether State. As long as the people managing such a holding company can 
raise the necessary funds, the sky is the limit.” 

While we contend that the concentration of control of many banks 
through the holding company device is a danger to our free-enterprise 
system, we do not claim that all holding companies were organized by 
promoters for unethical purposes, or are in any way mismanaging 
banks. Nevertheless, the mechanism of the holding company in the 
field of banking, just as in other fields, is particularly susceptible to 
abuse by promoters. 

We eA sie that there have been cases such as occurred not too long 
ago where a finance company from Texas acquired contro] of three 
banks in Chicago and was in the process of acquiring a fourth bank 
in Indiana, for the evident purpose of loading these institutions with 
the paper belonging to the holding company. This action resulted in 
the temporary closing of the Chicago banks. Their reopening was 
made possible by a change in control and a very substantial advance 
by the Federal Deposit Insurance Corporation. How many similar 
acquisitions, less drastic in consequence, but for the purpose of loading 
a bank with finance or other paper, we doubt if anyone knows. 

In 1930 the head of the Guardian National Bank of Commerce of 
Detroit appeared before this committee and boastfully told of the new 
era that had been brought to the Detroit area through acquisitions by 
holding companies of carefully selected, well-managed and strong 
banks. Now, through the supermanagerial ability of the men who 
dominated the holding company stronger institutions, better managed 
institutions, more profitable institutions, rendering greater service to 
every corner of the city and its environs, had come to bless the De‘ rit 
area. Within a matter of only a few months both the Guardian and 
the Detroit Bankers—two gigantic Detroit holding company groups 
of banks—began to totter. In 1932 the vast financial empire lay in 
ruins, 297 controlled banks and branch offices, 785 millions in deposits, 
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the scars of which disaster still mark the lives of millions of people. 
Your committee developed that 12 men, each of whom invested $100 
apiece, had gained control of a Detroit chain of more than 250 banks. 

Not all holding companies organized in those hectic speculative 
days of the late 1920’s were organized by promoters, nor did all fail. 
Several do boast of the fact that none of their subsidiary banks failed, 
but I think where credit is justly due it be given to the governmental 
aid through the Reconstruction Finance Corporation, except for which 
they would not have been able to have reopened their banks after the 
banking holiday of 1933. 

Likewise, a holding company which happened to sell its stock at the 
very crest of the 1929 stock market boom and then was able to pick up 
banks at depression prices after the collapse, can hardly overlook that 
a forunate accident of birth helped to keep it out of trouble. 

We do not have complete figures as to the number and extent of hold- 
ing companies that collapsed, but from the bulletins of the Federal 
Reserve Board we gather that between December 31, 1931, and Decem- 
ber 31, 1936, at least 24 had failed. In this same period 17 had con- 
verted their banks into branches, 7 groups had sold their banks. The 
97 groups, as of December 31, 1931, controlling 973 banks, had declined 
to 38 by the end of 1940, controlling 406 banks. 

Congress has never had any suggestions from any responsible super- 
visory agency that the formation of bank holding companies should be 
encouraged. On the other hand, the agencies have repeatedly called 
upon Congress either to abolish such companies or to regulate their 
activities and power of evasion and expansion. Nor was the concen- 
tration of control over banks by the holding companies the result of 
any public demand. No delegation ever appeared before Congress 
and requested enactment of banking laws encouraging formation of 
these gigantic aggregations, or urged their continued expansion, in any 
and every State of the Nation. 

The Association of Reserve City Bankers describes the situation, 
when in 1950 they stated : 

Bank holding companies grew up entirely without benefit of either national or 
State legislation, and, relying on the general corporation laws of the respective 
States, moved into banking operations denied to both national and State banks. 

I would like to add here, with regard to some statements made here 
yesterday we realize that in making comparisons it sometimes is very 
easy to become confused, because of the factors employed. For in- 
stance, when we say the “holding company problem is not very great 
because as far as we know they control only 12 percent of the total 
commercial banking deposits of the country,” but when we realize that 
the great bulk of the holding company banks are located in a few 
States, less than one-third of the total, then the figures take on their 
true meaning. 

In certain States the concentrated control of banks by holding com- 
panies reaches extremely high proportions. In Arizona, 2 bank hold- 
ing companies, 1 of which is not listed in the Federal Reserve list 
because it has not obtained a permit—these 2 holding companies hold 
over 80 percent of the commercial bank deposits. In Minnesota, 
which State forbids branching of banks, 2 holding companies hold 45 
percent of the commercial deposits. In Montana, the same 2 bank 
holding companies hold over 44 percent of the commercial deposits; 
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in North Dakota, 29 percent, and in South Dakota, 57 percent of 
the commercial banking deposits. In Washington 3 bank holding 
companies, 1 of which is very small, hold 82 percent of the com- 
mercial banking deposits. Oregon has 1 holding company which 
holds 42 percent of the deposits, and the same company in Nevada 
holds 78 percent of the commercial banking deposits. In Massachu- 
setts, 2 bank holding companies hold nearly 20 percent of tle com- 
mercial banking deposits, and in Florida, which is another State that 
forbids branches, 5 holding companies hold almost 50 percent of the 
commercial banking deposits. 

The holding companies now reach into 39 States, and no Siate is 
immune from invasion. The operations of the principal interstate 
bank holding companies are very extensive. As of December 3i, 1953, 
1 company, the Northwest Bancorporation, operated 71 banks with 
22 branches located in 7 States; the Equity Corporation operated 12 
banks with 36 branches located in 6 States and the District of Colum- 
bia, and also held minority interests in 8 banks and banking conm- 
panies ; the Transamerica Corp. operated 47 banks, with 109 branches, 
located in 5 States; the First Bank Stock Corp. operated 75 banks with 
3 branches located in 4 States; the First Security Corp. operated 3 
banks with 44 branches located in 3 States; the General Contract Corp. 
operated 6 banks located in 3 States. 

Suppose, for the sake of discussion, we were to grant that the pur- 
pose of all holding companies in the future always will be to operate 
ethically and along sound lines, to serve the public wisely, and never 
press banks to sell out or in any way destroy banking competition in 
their area. We still would say the aggregation of control of many 
banks under one overall management creates an economic power that 
is dangerous to the future welfare of our country. Economic power 
tends to breed political power. 

Once again let us quote from Senator Robertson’s 1950 statement: 

It is very generally recognized that this situation is not a healthy one, and 
that we have been fortunate heretofore in escaping serious consequences. The 
sound instinct of the American people warns them against permitting our bank- 
ing system, through which circulates the Nation’s economic lifeblood, to come 
within the control of one group or a few groups of men acting through giant 
intercorporate structures. 

This danger, together with the fact that the holding company de- 
vice can be and is being used to circumvent and evade our Nation’s 
banking laws, makes it necessary that the loopholes in existing laws 
be closed by enactment of adequate legislation. 

The holding company is guilty of the evasion of our banking laws 
on two major counts. One, engaging in nonbanking businesses. Two, 
by operating subsidiary banks essentially as branches, across State 
lines, and in States or in areas of States in which branches are for- 
bidden. 

Most States restrict banks to the banking business and forbid banks 
to engage in or control nonbanking businesses. Through the device 
of the holding company the management of a bank can bring under 
one overall control an unlimited number and variety of businesses. 
Although only a few holding companies engage extensively in non- 
banking activities, those that do cover a wide field. 

The Equity Corp., of New York, which controls the Morris Plan 
Corp. of America, is also actively interested in the insurance business. 
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A wholly owned subsidiary of Morris Plan Corp. of America, National 
Industrial Credit Corp., has direct or indirect interests in six com- 
panies engaged in the fire, casualty, reinsurance, and life insurance 
business. The holding comp: ny structure of Equity Corp. and related 
enterprises, according to a che art compiled some years ago by the Vir- 
ginia Bankers Association, embraces a farflung system of direct and 
indirect interests in a great variety of business organizations. 

Transamerica Corp., it developed during the proceedings brought 
by the Board of Governors of the Federal] Reserve System, in addition 
to its banking interests in five States, controls corporations engaged 
in such widely diversified businesses as life, fire, automobile, and 
marine insurance, oil and gas, fish canning and processing, frozen 
foods, castings, forgings, diesel engines, food processing machinery, 
power control equipment, kitchen tools, color cameras, and agricul- 
tural equipment. 

Bank holding companies also are able to circumvent State laws 
that confine banks to intrastate banking activities, by incorporation 
under the laws of an outside State and the purchase of stocks of banks. 

The extent of control exercised by holding companies over their 
subsidiary banks varies. Generally speaking, the holding company 
directly or indirectly controls the policies of its subsidiary banks and 
supplies the executive personnel where needed from officers of its vari- 
ous banks. Naturally a purpose is to facilitate exchange of business 
between the units. The holding company examines its banks, suggests 
operational techniques, trains management, provides investment and 
credit facilities. Usually even the director’s qualifying shares are 
subject to repurchase by the holding company, so these directors hold 
office at the pleasure of the holding company and tend to become mere 
employees. 

Congress recognized the close relationship between a holding com- 
pany and its subsidiary banks, and that they were in effect branc ~ 
of the holding company system. This is evident in section 4, par: 
graph 16, of the Federal Reserve Act— 

Nomination and election of class A and PB directors-— 
which provides— 


that whenever any two or more member banks within the same Federal Re- 
serve district are affiliated with the same holding company affiliate, participa- 
tion by such member banks in any such nomination or election shal) be confined 
to one of such banks, which may be designated for the purpose by such holding 
company affiliate. 

But even if there is a holding company which exercised not the 
slightest influence on the management or the policies of its subsidiary 
banks—such a situation would. be no argument against the need for 
this legislation. The question is not the exc eptional case, it is not the 
holding company per se, but, rather, it is what the holding company 
can be used to do. We agree with the Federal Reserve Board when 
it declared— 
the very nature of the holding company mechanism makes possible certain abuses 
which should be considered and dealt with by Congress. 


If the bank holding company device can and is being used for a 
bank to do indirectly what the law forbids it to do directly, then that 
loophole must be closed if we are not to override the basic conception 
of our laws. H. R. 2674 will close this loophole. 
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Preston Delano, the then Comptroller of the Currency, when asked 
hy the late Senator Tobey— 

Why a holding company, anyway? 
replied : 

There are certain parts of the country in which there is 1» branch banking 
so that the holding company device is used to give those areas what amounts 
to a branch bank. 

In the Annual Report of the Board of Governors for 1943, to which 
we previously referred, the Board also stated : 

The Federal supervisory authorities now have authority to control the direct 
establishment of branches of banks under their respective jurisdictions * * *, 
Through the corporate device of the holding company, however, these controls 
are defeated and the holding company can do what the bank cannot do directly. 
Thus the same management which is restricted in its operation under a bank 
charter can, through the holding company device acquire unit banks, operate 
them in the same manner branches would be operated, and thus defeat the ex- 
pressed will of Congress regarding the establishment of branches. 

Mr. Bryan has quoted the two former Chairmen of the Board of 
Governors and the present Chairman of the Board, William McC. 
Martin, all of whom have declared that through the holding company 
device the management of a bank is able to circumvent and evade the 
banking laws with regard to branches of banks, both interstate and 
within a State, and also as to engaging in businesses forbidden to 
banks directly. 

I would like to add that in the testimony of Chairman Martin yes- 
terday the question of evasion of banking laws by the holding com- 
pany device was completely ignored, or shail I more properly say 
completely evaded. 

Does a holding company, as we say, evade our banking laws? If 
not, then the problem becomes one of merely preventing undue con- 
centration of economic power through centralized control of banks. 
But if the holding company device can be used to evade our laws, 
then it becomes imperative that the loopholes be closed. 

Probably the best informed man on the subject of bank holding 
companies, and what they can do, is a former member of the Board 
of Governors, R. M. Evans, who was hearing officer during the Board’s 
investigation of Transamerica. He very definitely declared holding 
company subsidiaries are virtually branch banks. We quote from a 
statement filed with the Senate Banking and Currency Committee in 
1952: 

* * * through the corporate device, holding companies had been and still 
could be used to evade State branch banking laws and thus defeat the declared 
policies of the States and National Government regarding branch banking. De- 
spite all that has been said about the distinction between bank holding company 
groups and branch banking systems, the fact remains that both accomplish the 
same thing—the operation of a number of banking units under one control and 
management. 

There is a long list of economists who have written on the holding 
company problem and who have characterized this indirect branch 
banking as “bootleg” and “back door” branch banking. The holding 
companies themselves have openly stated they were organized to do 
what branch banking laws forbid them to do. Let us review the in- 
ception of some of these companies. 





170 CONTROL AND REGULATION OF BANK HOLDING COMPANIES 


In 1927 Congress enacted the so-called McFadden Act, which limited 
branches of national banks. Following the enactment of this act, 
several holding companies became active in acquiring banks beyond 
the areas in which banks were permitted to have branches—even to 
acquiring banks in a number of States. By 1929 there developed a 
tidal wave of such companies, “with new ones being reported almost 
daily,” as the then chairman of this committee declared in 1930. 

The organiz.tion of these companies, according to Popple in his 
book Development of Two Bank Groups in the Central Northwest, 
were conceived and came into being in the late twenties, when— 
the Northwest, in common with the entire Nation, had gone mad on the subject 
of promotional ventures and mergers. 

Let us look at one typical case, formation of the Northwest Ban- 
corporation was announced January 9, 1929, and it is reported to have 
started with a paid-in capital of only $1,000, By exchange of stock 
it quickly acquired a great many banks. Later it sold stock to the 
public for cash, for, as Popple said: 

There usually was an obstreperous minority which objected to the exchange 
of stock and demanded cash for its holding. 

By September 14, 1929, a little more than 8 months after its incep- 
tion, it had acquired banks in its home State of Minnesota, lowa, Wis- 
consin, the Dakotas, Montana, and jumping across Idaho, had reached 
all the way to the Pacific Coast State of Washington and acquired 
banks 1,500 miles from the head office—and certainly by no stretch of 
the imagination could such a far-flung financial empire be considered 
as part of the “Minneapolis trading area.” But the terrific expansion 
of this company was paralleled by others, with one Pacific coast or- 
ganization becoming a principal stockholder in a bank thousands of 
miles away. 

Such developments were partly due to an effort to “beat Giannini,” 
as Popple mentions, but more largely in anticipation of nationwide 
branch banking which some group promoters had predicted as sure 
to come. 

In 1930 a subcommittee of this committee conducted lengthy hear- 
ings on the suggestions made by the then Comptroller of the Currency 
for expanding branch banking privileges to national banks. In the 
course of these hearings advocates of holding company group banking 
testified. As the then chairman of the committee, Louis T. McFadden, 
said: 

Practically all of the representatives of these groups have admitted their 
existence to be due to the legislative restrictions now existing. 

Let me quote from the testimony of one such witness, John K. 
Ottley, president of the First National Bank of Atlanta, and presi- 
dent of the First National Associates: 

In our own case, the organization of the First National Associates as a group 
banking plan was due to the lack of a national law permitting the expansion of 
branch banking within the Federal Reserve district outside of Atlanta. 

* * * My associates and myself in the First National Bank of Atlanta would 
have preferred to engage directly in branch banking rather than resort to the 
more cumbersome method of group banking as a means of furnishing adequate 
banking facilities to our territory. 

* * * In establishing a group banking system we pursued the only means 


available under the law to make an approach to the advantages and benefits of 
a wider operation of branch banking. 
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* * * the First National Bank would immediately avail itself of the oppor- 
tunity to substitute branch banking for group banking. 

During the same hearing, George F. Rand, chairman of the Marine 
Midland Corp., which was organized to acquire banks in the State of 
New York and “elsewhere throughout the United States,” declared: 

We are compelled to carry out our plans by the method of “group banking” 
because, as already intimated, the laws of New York State and the National 
Bank Act both prohibit branch banking beyond city limits. 

So from the very start of the development of the gigantic aggrega- 
tions which came into being in the late 1920's, group or holding com- 
pany banking was clearly understood to be a means of acc -omplishing 
what the law says banks could not do directly. 

ven in the case of the most recent entry into the holding company 
field, this is apparent, and the head of that company makes no bones 
about it. We quote from an article which appeared in the Wall Street 
Journal, Monday, March 9, 1953, two statements attributed to Walter 
Bimson of the Arizona Bancorporation : 

The Comptroller has been refusing us new branches under the excuse that 
we're already too big— 
and following acquisition of control of the Bank of Douglas through 
use of the employee’s profit-sharing funds— 
if the Comptroller of the Currency doesn’t give me what I want, I can go to the 
State superintendent of banks. I can play one against the other. 


It will be testified by another witness that the attorney general of 
the State of Texas has declared the control of banks through the hold- 
ing company device is a violation of that State’s laws prohibiting 


branches of banks. The attorney general for the State of Illinois like- 
wise has ruled such control would be contrary to that State’s laws 
prohibiting branches. 

Bankers certainly should know whether holding company sub- 
sidiaries can in effect be operated as branches. We asked the bankers 
of the country this question : 

Do you consider holding company banking, in effect, branch banking? 
More than 97 percent of the replies were “Yes.” ‘To the question: 


Should further expansion of bank holding companies be left to the discretion 
of a Federal agency, regardless of State laws relating to the branching of 
of banks ?— 


the answers were 97 percent “No. 


” 


A third question : 


Should bank holding companies be permitted to continue to control and oper- 
ate both banking and nonbanking business enterprises ?- 
brought forth “No” answers in 94 percent of the replies. 

Repeatedly Congress has been urged to break down the restrictions 
in the national banking law regarding branches of national banks. 
Congress has been urged to permit branches, regardless of State bank 
laws, on a trade area basis, on an interstate or Federal Reserve Dis- 
trict basis, and in fact on a nationwide basis. Each time Congress 
has declared its approval of an American system of local independent 
and competitive banks, and has left: the matter of branches to the 
States to determine, each State for itself. In spite of these rebuffs, 
those who have sought to concentrate banking control into fewer and 
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fewer hands have been able to accomplish their purpose in a degree 
through the holding company device, acquiring control of a group 
of banks which, in effect, can thereafter be operated as branches. 
Shall the declared will of Congress be thwarted by indirect branch 
banking, through the mechanism of the holding company ? 

We strongly oppose any move that will tend to give legal status 
to circumvention of our banking laws, by the holding company or 
any other device. 

As far back as 1938, five years after the present inadequate hold- 
ing company laws were adopted, President Roosevelt, recognizing 
the danger inherent in holding company operation, asked Congress 
to restrict the powers of bank holding companies. In his annual 
report for 1940, the Comptroller of the Currency recommended that : 

Consideration be given to the enactment of legislation which will prohibit 
the operation of banks by holding companies. 

The Federal Reserve Board in its 1943 annual report from which 
we already have quoted also recommended that— 
immediate legislation be enacted preventing further expansion of existing bank 
holding companies or the creation of new bank holding companies. 

The Federal Deposit Insurance Corporation a year later also de- 
clared : 

The Corporation recommends that Congress enact legislation which will pro- 
hibit the future creation of holding companies and which will require the liquida- 
tion of existing holding companies after allowing a reasonable time for orderly 
distribution to their own stockholders of the bank stock which they now hold. 

It has been testified to by other witnesses that legislation is needed— 
we would like to emphasize the need is urgent. Delay has been a 
go-ahead signal to all bank holding companies. Transamerica is 
again on the march in the State of California. Recently it acquired 
control of the San Francisco Bank, a $300 million institution. Just 
a few days ago Transamerica announced it intended to sell additional 
oe r about $58 million. Mr. Belgrano, the president at that time, 
stated : 


During the past year or so it has become apparent to your management that 
the corporation needs additional funds to support its enlarged activities and 
those of its subsidiaries. 

Will it seek to realize its dream of nationwide branch banking and. 
as a preliminary step in that program acquire banks in all sections 
of the country ? 

A few years ago the Northwest Bancorporation established a new 
subsidiary national bank near Minneapolis, and has filed another 
upplication for a new national bank to be located in Omaha. Recently 
it was announced that Marine Midland Corp. would issue $20 millions 
of convertible preferred stock, $4 million of which it is reported is for 
the purpose of increasing the capital of several Marine Midland banks. 
The First Bank Stock Corp. of Minneapolis announced plans to sell 
$10 million in stock, partly to provide capital for 2 new national banks 
yet to be established. 

Also, a short time ago the Shawmut Association acquired control 
of the Warren National Bank of Peabody, Mass. BancQOhio sold 
60,000 shares of stock in 1953. In that year it acquired 2 additional 
banks and opened 2 new branches, bringing its total of controlled 
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banks up to 22, operating a total of 37 offices. There are probably 
many more evidences of expansion that could be added to the list. 
Only the supervisory agencies could supply the complete story of 
holding company expansion, In the January 15 issue of Finance, 
there appears an article, Loop Group Explores Possibility of New 
Bank Holding Company, evidently as a means of circumventing the 
laws of Lllinois prohibiting branches of banks. 

The Cuarrman. Mr. Harding, there is a rolleall in the House, and 
the Members will have to be there. 

I suggest we recess until 2 o’clock this afternoon, at which time 
you may continue with your statement. 

The committee stands recessed until 2 o’clock. 

(Whereupon, at 12:10 p. m., a recess was taken until 2 p. m. the 
same day.) 


AFTERNOON SESSLON 


The committee reconvened at 2 o’clock p. m., the Honorable Brent 
Spence, chairman, presiding. 

Present: Representatives Spence, Brown, Patman, O’Hara, Mrs. 
Buchanan, Mrs. Sullivan, Mrs. Griffiths, Woleott, Kilburn, Me- 
Donough, Betts. Mumma, Hiestand, Nicholson, and Bass. 

The CHatmMan. ‘The committe e will come to order. 

Mr. Peters, of Georgia, desires to be heard at this time, inasmuch 
as he has to leave. He has a very short statement, as I understand, 
so we will accommodate Mr. Peters. 


STATEMENT OF HON. JAMES S. PETERS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF GEORGIA 


Mr. Perers. Mr. Chairman, I do not have a prepared statement, 
but I do have a memorandum which I shall read, and from which 
occasionally I shall digress, with the permission of the committee. 

I am president and chairman of two little Georgia banks and the 
former chairman of the Independent Bankers Association. 

I would like to thank the chairman for this opportunity of appear- 
ing before you, and for the privilege of speaking brie fly for the benefit 
of those supporting House bill 2674, introduced by the distinguished 
chairman of this committee, and commonly known as the bank hol ling 
company legislation. 

do not think this legislation would have been presented to the 
Congress, or would have received the support of the independent 
bankers of this community, had not both felt that there is a general 
need for remedial legislation to protect the independent dual system 
of banking. 

The Independent Bankers Association, and the 12th District Inde- 
pendent Bankers Association, were both organized and have been sup- 
ported by some 5,500 banks, situated in almost every State of the 
Union, for the past 3 decades, with a single purpose in mind: To 
arrest the further spread of monopolistic banking which they believe 
is contrary to our way of doing business, and certainly not in the 
interests of the public. 

The association and the independent bankers generally throughout 
the country, are convinced three movements are constantly gaining 
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ground in this country, seeking or having as their ultimate purpose, 
the destruction of the ‘independent dual “banking system, which we 
believe has given our country an excellent system, and is just as good 
today, and is just as good for the future welfare of this Nation, its 
commerce, its industry, and its agriculture, as it has been at any time 
in the past. 

The three forms of monopoly are as follows: First, merging. I am 
sure this committee is well informed as to the tendency throughout 
this country for the large banking systems located in the industrial, 
commercial, and business centers of the Nation to mer ge or consolidate, 
thus leaving fewer banks but more branches to serve the public. I 
am sure also we are well acquainted with the fact that it is almost 
impossible today to organize a new bank, in the centers of wealth 
or the large cities, because of the high cost of real estate, construction, 
fixtures, as well as the difficulty of selling shares in such a venture, 
or securing adequate personnel to develop a business. 

I would like to digress now to use the city of Atlanta as an illus- 
tration of what I have reference to, and I think this is pretty generally 
true in all the commercial and industrial centers of the Nation. 

Fifty years ago they had six clearinghouse banks in Atlanta. Dur- 
ing that period of time two additional banks have been or ganized. 
Had they all remained in business we would today have eight clearing- 
house banks in a city whose population has grown at least four times, 
and whose industry has grown many times. But-we don’t have eight 
banks. We just have four banks now. Four banks, in the meantime, 
have disappeared through consolidations, mergers, or sales. And I 
think those who are familiar with banking in general know that this 
is true throughout the Nation. 

I know this committee is well informed on this subject, but I would 
like to call your attention to the fact that for at least the immediate 
future we are going to have to travel on the banking pattern just 
about as it is today. We are going to have new banks. And if these 
mergers and consolidations continue then we are going to have fewer 
and fewer banks. 

Therefore, when two banks merge in a large city it simply means, 
insofar as the present and foreseeable future is concerned that that 
city or area will be served with fewer banking facilities. It does mean 
larger salaries for a few men, and because of the size of the merged 
institutions, in most instances such executives will be isolated and 
further removed from the close touch with the business and economic 
needs of those cities or these area 

The Congress has already t aoa notice of these mergers, and the 
press of the country is becoming alarmed with the thought that unless 
the Congress does take some action to restrict these mergers ulti- 
mately we will have just one bank, just like one post office, in many 
cities of this country. 

Now, admittedly Congress is the only institution in this country 
that can deal with that question. The State cannot deal with the 
merger of the national banks. They might deal with the merger of 
State banks, but it would be a long time before the 48 States took 
action. 

It is not hard to figure the results under such a condition. We like- 
wise oppose branch banking, which is closely akin to the merger or 


/ 
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consolidation, as in most instances the merger or consolidation either 
brings about a branch-banking system or further instills the existing 
one. 

Branch banking has continued to grow in this country for the past 
three decades, and the Independent Bankers Association, as always, 
still oppose branch banking, per se, and we believe that it is inherently 
opposed to, and would ultimately destroy, unless the Congress limits 
it, our independently operated system of banking. 

The argument against branch banking is too well known to this 
committee for me to consume more time than to simply restate the 
opposition of the independent bankers to such a system. 

The first phase of our subject is our opposition to what is commonly 
known as the holding company system of banking, and I do not believe 
we gain much by discussing the academic question as to whether branch 
banking and holding company banking systems are closely related 
to become one and the same, but it does strengthen our position for 
you and the public to recognize the fact that the end result, whether 
it is holding company or branch banking, is one and the same. 

Down in my State, in my day and time, we have had 3 chain sys- 
tems of banking, or 3 holding company systems of banking. Each 
one of them failed or went out of business. Needless for me to tell 
you, the commerce and industry and business of that State suffered 
very materially when these systems closed down. 

We do know, and it is generally recognized, that holding company 
banking came into existence following the First World War, and was 
found almost entirely in those States where branch banking was pro- 
hibited by State laws, and it has been used as an agent to buy up and 
control banks over large geographical areas, even across State lines, 
and to operate such banks from a common headquarters. 

Holding company banking has continued to grow, and along with 
the branch banking system, and the mergers, constitutes a real threat 
which is present, and not in the future, to independent banking in 
this country. 

In view of what has already been said, I think it is fair to assume 
that the present tendency toward merging ever-expanding of branch 
banking, and the increased number of holding company systems, con- 
stitutes a monopoly in credit, and that such a monopoly exists in a 
degree detrimental to the best interests of the country, and those sec- 
tions and areas in which 1 or all 3 of the above-mentioned systems 
represents a substantial portion of the banking business. 

I do not think it is fair to speak of a tendency toward monopoly, 
because in some areas it exists in fact at the present time. If we are 
to assume the above statement is true, and that monopolistic contro] 
of banking and credit in this country is undesirable, it seems to me 
that Congress has so recognized this condition by attempting at more 
than one time to legislate upon this subject, and to restrict mergers 
and consolidations in some areas of business. then I see no hope for 
this trend not to continue, and also the further extension of branch 
banking, unless the Cogress is willing and able to approach this sub- 
ject upon a realistic basis. 

It is useless to talk about the States controlling the merging or 
holding company ownerships of banks, and to some extent branch 
banking, for it is too easy for those who are willing to evade the law 
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if it is necessary to cross the State lines where they cannot be reached 
by the State. 

it seems to me that mergers and other forms to which I have made 
reference should be restricted, limited, or controlled in their further 
expansion, and that must be done by Congress because this is the 
only power in this land that can reach the condition that very greatly 
concerns the independent bankers at the present time. 

There is another phase of this subject to which I would like to call 
“ne attention of this committee, and while I do not have proof positive, 

I do have knowledge sufficient to raise my suspicions and to cause 
me some concern, and that is that the vested interests of this country 
are buying up the stocks of our large banks located in the industrial 
centers. 

{ have had occasion recently to review the reports of several large 
insurance companies, and every one of them that I have seen has 
increased its holdings in bank stocks. I was looking at one this morn- 
ing that changed its investment position during the past year by $9 
million. Bank stocks represented the No. 2 item of increase in the 
assets of that company. It bought last year $1,900,000 worth of 
bank stocks, and every one of these statements that I have looked at 
reflected large investments in bank stocks, in the business and indus- 
trial centers of this country. 

And I have had oceasion to talk with some stockbrokers, who tell 
me that the insurance companies will pay them more for their stock 
than they can sell it for, and that all they have to do in order to sell 
bank stock to an insurance company is to get a thousand-share block. 
It seems that that is the minimum amount of stock that they will buy. 
And I know that in the city of Atlanta in recent months it has been 
pretty hard to buy stocks in one of our large banks. 

Now, if my suspicion is correct—and I have no way of proving it, 
but this committee can find out— all I know is that every statement 
reflects an increase, and if all of the insurance companies and other 
investment institutions in this country have bought stocks in propor- 
tion to the statements that I have seen, it is already sufficient to arrest 
the attention of this committee. 

I do not think that we would gain anything by having a holding 
company bill that would restrict holding companies if we are going 
to permit these bank stocks to drift into the hands of the corporate 
interests of this country. If I were to choose between the two I 
would take the holding company legislation, because they are directly 
interested in the management of banks, but the investing institutions 
are not. They are interested in two factors: Secur itv and profit. 

I think this condition has come about very largely because of the 
generally improved condition in banking in this country following the 
adoption of the FDIC law, and the improved operating conditions 
of our banks throughout the country. They offer a good form of 
investment at the present time. Most of these larger institutions 
will earn 10 to 12 percent and pay you 4 or 5 percent in dividends, 
and that is a good investment for an insurance company, a savings 
bank, a foundation, a trust, or any of our large investment institu- 
tions. 

I hope that this committee will look into that because I believe it is 
something that needs attention as much as the holding-company leg- 
islation. 
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Mr. Chairman, I thank you for this opportunity of testifying, and 
I thank my two good friends for stepping aside. 

Mr. Brown. Mr. Chairman. 

The Cuatrman. Mr. Brown. 

Mr. Brown. I have known Mr. Peters for a good many years. He 
is a good citizen and a splendid businessman, and I am very happy 
to welcome him here. 

I understand he was president for many years of the Independent 
bankers Association. Practically everybody in my State knows him 
and has confidence in him. 

The Cuatrman. We are very glad to accommodate you, Mr. Peters. 

Mr. Parman. Since Mr. Peters is so well informed on this matter, 
| appreciate the information he gave us, and I appreciate the fact that 
he has been closely watching the situation with reference to banki ing, 
and I would like to ask you a question, Mr. Peters. 

Don’t you find a tendency in banking throughout the Nation for 
the banks to invest more and more in outside paper and to invest less 
and less in local paper ? 

Mr. Perers. That is generally true. The tendency is to diversify, 
both as to the type of security as well as the location. 

Mr. Patrman. Well, doesn’t it go beyond diversification, Mr. Peters? 
Don’t they have now, you might say, topheavy investments in outside 
paper, in comparison to what they formerly carried ¢ 

Mr. Perers. Oh, yes; there has been a considerable increase in that. 

Mr. Parman. And these outside concerns buying these banks, they 
have an incentive to use those banks to further their own non-related- 
banking interests, don’t they ? 

Mr. Prrers. I didn’t hear alias you said, Mr. Patman. 

Mr. Parman. The outside interests buying a local bank, they can 
use the privileges of that local bank to further their interests which 
are not related to banking ? 

Mr. Perers. Well, yes. I would think that you might let them fall 
into two groups: One who is interested, and probably using the bank 
in its own business, and then it is my opinion that the other group 
represents a very much larger investment, and that is the investment 
institutions of this country, who want a good place to put their money 
and get a good return, 

Mr. Parman. Didn’t you notice last year, for instance, the larger 
banks, in New York, made fewer loans and their earnings were less 
on actual lending to business, yet their gross earnings were about the 
largest in history ? 

Mr. Prrers. Yes, sir. Of course, I think you have to realize that 
the banking business, in the last—well, say, since 1914, for the last 40 
years—the lending business has been drifting away from New York, 
and it is now pretty well all over the countr y. But New York banks 
id make money last year from investments. 

Mr. Parman. Well, those investments, most of them, were Govern- 
ment bonds; were they not ? 

Mr. Prrers. Yes, sir. 

Mr. Parman. In other words, they bought low and sold high; didn’t 
they? ? 

Mr. Perers. That is the only way they could have made any money. 

Mr. Parman. The Open Market Committee is in a New York bank. 

[ don’t know how many people know what is going on in the Open 





178 CONTROL AND REGULATION OF BANK HOLDING COMPANIES 


Market Committee, but I assume the 9 directors of the New York 
bank, and 6 of them of course are selected by the banks of that region, 
know what is going on. The officials of that bank know what is going 
on. The hundred people more or less conducting the open-market 
operations know what is going on. 

Do you think there is a possibility of leaks in these huge operations 
involving billions of dollars that would enable some people to have 
the benefit of inside information and make money that way ? 

Mr. Perers. Well, of course, there is an opportunity for information 
to leak out. Iam frank to say that I knew of the existence of the Open 
Market Committee in a general way. What it did. But I learned a 
great deal yesterday in your questioning of the Chairman of the Fed- 
eral Reserve Board of Governors. 

Now, there isn’t any doubt in my mind that any Government insti- 
tution of this country which operates like the Federal Reserve System, 
or the Open Market Committee, ought to be located right here in 
Washington. 

Mr. Parman. I agree with you on that. 

Mr. Perers. Where it can be under the eyes of the Congress, because 
you gentlemen are the representatives of the 165 million people. 

Mr. Parman. And we are responsible for the operation of this sys- 
tem under the Constitution. 

Mr. Perers. Absolutely. You are the trustees. 

Mr. Parman. And the Federal Reserve System is an agency of 
Congress, and they have said themselves they are servants of Congress. 
Yet Congress knows nothing about what is going on in the Federal 

teserve System. Aren’t you amazed at the lack of information that 
has been given to Congress in the last 41 years by the Board of Gov- 
ernors of the Federal Reserve System, and the Federal Reserve Board ? 

Mr. Perers. Well, I have been in politics for a good long time, and 
I have served on different boards and committees in my State. At the 
present time IT am a member of the State board of education. Last 
year we spent, I think, about $300 million. And the department 
treats us just about like the Federal Reserve System treats you. 

Mr. Parman. Well, what intrigues me further, Mr. Peters, is the 
fact that during 41 years the Federal Reserve Banking System, with 
very few and limited reports to Congress, has drawn from the Bureau 
of Engraving and Printing probably $150 billion. That is to take 
care of the transactions of the people throughout the Nation, 
and during that 41 years they have handled and multiplied hundreds 
of billions of dollars in transactions of all types and character, and 
during the 41 years of the existence of this great System there has 
never been a Government audit of either one of the banks or its 
branches, or of the Federal Reserve Board. 

Normally, the General Accounting Office audits the different agen- 
cies of our Government. The General Accounting Office is an agency 
of Congress and, of course, Congress places a great deal of confidence 
in the General Accounting Office. But the Federal Reserve System, 
including the Board of Governors, and the 12 Federal Reserve banks, 
the Open Market Committee, which is handling billions of dollars 
a month, they are free from any investigation by the General 
Accounting Office. 
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Not only that, but you know when the System first started they 
really had trouble getting money on which to operate. You recall 
that, Mr. Peters; do you not? 

Mr. Perers. Yes, sir. 

Mr. Parman. And one of the smart presidents devised the scheme 
of taking currency, of which they could get plenty, and trade it for 
United States Government bonds. Do you remember that? 

Mr. Perers. Oh, yes. 

Mr. Parman. And they said, why, this is easy. We just take one 
Government obligation, trade it for another obligation, and we keep 
that interest-bearing obligation and continue to collect the interest 
on it every year. And that made it pretty soft for them. You remem- 
ber that; don’t you? 

Mr. Peters. Oh, yes. 

Mr. Parman. And then they went in for it ina big way. Each one 
of the banks began to do it. And they began to get plenty of money. 
And first thing you know, they had a coordinating committee, which 
operated for all the banks. Then they got the law changed so they 
would have an official setup, the Open Market Committee, to legalize 
this thing. It wasn’t exactly legal before. That is, the law had never 
spoken out affirmatively in favor of it. But they had been doing it, 
and it was legalized. And now they just do it through this manager 
of the Open Market Committee there in New York which shouldn’t be 
in New York at all, but should be right here in Washington, as you 
say, Mr. Peters. 

Not only that, but private interests should not be represented on 
that committee. Don’t you agree with me on that? 

Mr. Perers. There should be no private interests represented on it. 

Mr. Patman. That is right. As it is now, there are 5 presidents of 
Federal Reserve banks on that committee of 12, and those 5 may feel 
they owe an obligation to the bankers who elected them. 

In addition to that they have a legal advisory board of bankers 
from each Federal Reserve District. They have about 36 big bankers 
from all over the Nation, at every Board meeting, looking over the 
shoulders of these poor seven members who are supposed to represent 
the public interest. 

Don’t you think that we ought to have one Board, perhaps of 12, 
to represent just the public interest, and have the Open Market Com- 
mittee located here in Washington, D. C., instead of New York? 

Mr. Perers. Well that would look sensible. I will say this: That 
if the Congress will look after the public welfare, these other things 
will take care of themselves. 

Mr. Parman. But the trouble is, Mr. Peters, it comes about in such 
a cumbersome way. There is no effective way in which you can stop 
the bad conduct of a Federal Reserve bank right now, in Congress. 
It is too cumbersome. You introduce a bill, and then, of course, there 
are other bills in competition with it, for hearings, and it is very 
difficult to get a hearing on these bills. 

Then after you get hearings, there are so many ways of tripping up 
a bill before its gets through. It is too cumbersome. 

The Constitution makes it very plain that it is the duty of Congress 
to handle this money, that it is the duty of Congress to coin money 


and regulate its value. And that is what we have turned over to the 
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Federal Reserve System, and I am certainly pleased with your state- 
ment that the people to whom we have entrusted that great respon- 
sibility should be public servants, official representatives of the United 
States Government, and the people, and not private bankers. 

Mr. Perers. My experience has been this: Except in a smaller way, 
our State board of education represents the school interests of the 
State. We have abuses that constantly come up, and we have difficulty 
in getting out oi the department heads the information that we desire, 
and I have found out that the most effective way to get that informa- 
tion, and the most effective way to curb abuse, is to get those respon- 
sible for it on the carpet and question them, and expose these abuses, 
and then leave it to the Department to correct them. 

Mr. Parman. You put your finger right on it. But there is one 
exception in this case. If the smart president of the Federal Reserve 
bank had not discovered that little gimmick of how to get money, and 
have plenty of it, without going to Congress, then the Federal Reserve 
banks would have necessarily been required to go before the Congress 
for an appropriation, and would have continued to come before Con- 
gress each session for an appropriation, just as all other agencies do. 

But having that power to by-pass Congress, and obtain the money, 
buy the bonds, and keep the interest, they didn’t need to go to Congress 
at all. Therefore, the Congress, through its Appropriation Com- 
mittees, is not in a position to interrogate these men. They are not 
asking for anything. We have already given them the money and the 
printing press—everything they need-—and the power to buy bonds 
and collect interest, and since they don’t have to go through the Con- 
gress, they don’t have to ask for an appropriation. 

There is a great difference there. Don’t you think so, Mr. Peters? 

Mr. Perers. There probably is. I was not aware of the condition 
to which you referred yesterday, and I realize that in big government, 
as we have today, not only nationally, but on State, county and city 
levels, that it is pretty difficult for the parliamentary bodies to keep in 
touch with just what executives are doing. It is hard in my State. 

Mr. Parman. And that is particularly true when they don’t have to 
come before the legislature to ask for money in the form of appropria- 
tions? 

Mr. Peters. That is right. 

Mr. Parman. All other agencies of the Government, including the 
executive branch of the Government, the White House, the President 
of the United States, every penny that is spent must be cleared 
through, and appropriated by the Legislative Body. Every cent that 
is spent by the judiciary, from the Supreme Court on down, every 
penny of that money must be screened by and appropriated by the 
Congress, the legislative branch. 

There is only one exception in the United States of America, and 
that is the Federal Reserve Banking System. They have been given 
the enormous and the unusual privilege of going to the Bureau of 
Printing and Engraving, getting Federal Reserve notes which are 
obligations of the United States Government, exchanging them for 
United States Government bonds, keeping the bonds, collecting the 
interest, paid by the taxpayer, and because they have these unusual 
privileges, Congress has lost its hold on that important agency. 

Mr. McDonoven. Will you yield? 

Mr. Parman. Yes. 
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Mr. McDoncucn. Hasn’t Congress limited the amount of Federal 
Reserve notes they can put into circulation by legislation ? 

Mr. Parman. There is no danger of reaching the top on that. 

Mr. McDonoueu. They haven't even approached the top. 

Mr. Parman. At one time we had a 40-percent gold reserve, then 
we changed it to 25 percent. If necessary, we will change it to 10 
percent. And, of course, gold has gotten to be behind under our law. 
But who owns the gold? The United States Government owns the 
gold. 

Mr. McDonoucu. But we did legislate. 

Mr. Parman. It doesn’t meana thing. You could go to Fort Knox 
tomorrow morning and buy not an ounce of gold, not a penny of gold. 
It wouldn't affect your money one penny, because it is good for the 
payments of all debts and taxes, and the debts and taxes of this country 
are big enough to make it worth a hundred cents on the dollar. 

Mr. Mumma. How does this 90 percent of the Open Market Com- 
mittee come about ? 

Mr. Parman. It ought to be a hundred percent. They don’t need 
the money. They create the money. 

Mr. Mumma. They do give back 90 percent ? 

Mr. Parman. They ought to give back 100 percent. Why should 
they keep any? 

Mr. Mumaa. They have to have something to pay these fellows 
with, 

Mr. Parman. They have a reserve fund large enough to take care 
of that now. 

Mr. Mumma. Don’t you believe the profit motive-—— 

Mr. Parman. Certainly I do, and I believe in an independent bank- 
ing system, privately owned, and I am against public ownership. That 
is the reason I am opposed to these mergers, and these holding com- 
panies, because that 1s the way you get to socialism. Put everything 
in one package, and it is a short step to socialism, and whenever these 
banks are owned by a few people or a few corporations, it is a very 
short step to nationalization of the banking system. 

Mr. McDonoven. Mr. Chairman, may I interrogate the witness? 

Mr. Parman. Lam through. 

The Cuatrman. Mr. McDonough. 

Mr. McDonouen. Mr. Peters, I appreciate, from what you said, 
that you are very familiar with the independent banking operations, 
and as a matter of informing me, will you be kind enough to tell me, 
is It possible, or is there any restriction in this legislation, which would 
prevent a group of independent bankers, as an association, from merg- 
ing not physically or financially, but by policy, and thereby control 
the credit situation in any community of the United States? 

Mr. Prerers. Do you have reference to local clearinghouse organiza- 
tions; that is, where a group of banks might get together in a clearing- 
house and control credit ? 

Mr. McDonoven. Yes, and also by setting up a set of constitution 
and bvlaws that all of them would agree to, and thereby control the 
credit in a community or an area by the adoption of suc ‘h a policy. 

don’t mean all of the independent bankers in the United States, 
but, say, those in the State of Georgia and Alabama, or the independ- 
ent bankers in 2 or 3 other States. 
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In other words, is there anything in this legislation that would pre- 
vent the independent bankers from merging, on policy, to control 
credit in any particular area in the United States ? 

Mr. Perers. In most areas of the country, the independent bankers 
themselves, do have informal meetings and discuss policies, and at 
times they agree on certain policies. ‘Those are policies of operation, 
not so much the policy of lending, or in an effort to control lending. 
It is more on the operating end of the business. 

Mr. McDonoven. But they could agree on the policy of lending. 

Mr. Perers. I don’t think there is anything in the bill that would 
prevent them from doing it, because that would be about the same as 
the clearinghouse organization. I don’t think there is anything to 
prevent it, or to prevent them from doing it. 

Mr. McDonoven. Won't it also be about the same as a holding com- 
pany acquiring control of several banks and thereby controlling the 
credit ? 

Mr. Perers. No, there is quite a bit of difference between the two. 
The holding company buys the control of the bank, and operates the 
bank. 

This informal agreement that you are talking about has no relation 
to the holding companies. 

Mr. McDonoven. Do vou know of any group of independent bank- 
ers in any part of the United States who have agreed to a definite 
policy, which had any effect upon the credit of the community in 
which they operated ? 

Mr. Perers. I don’t know of any that have had any agreement that 
would limit credit anvwhere. 

Mr. McDonoven. Does the Independent Bankers Association, as a 
national organization, merely mutually agree to associate for the pur- 
pose of protecting its members against holding companies and merg- 
ers of larger banks? What are they organized for? 

Mr. Perers. The Independent Bankers Association was organized 
some twenty-odd years ago for the purpose of furnishing the banks 
of this country with an agency or medium through which they could 
oppose holding companies and the further extension of branch bank- 
ing. There are not operating features connected with the association. 

Mr. McDonovcn. No agreements among them that they will estab- 
lish a uniform policy on lending or borrowing, or using their sur- 
plus stock to purchase certain securities or anything like that ? 

Mr. Perers. There never have been. 

Mr. McDonoven. Has there been any thought in the association of 
doing that, any ideas advanced along those lines? 

Mr. Perers. No, I have never heard any discussion of it. The only 
talk I have ever had along that line has been at times at State associa- 
tions where they have tried to form local clearinghouse associations. 
But they have never been successful. 

Mr. McDonovucu. How many of the independent bankers of the 
Nation belong to the Independent Bankers Association ? 

Mr. Perers. About. 5,500. 

Mr. McDonovenu. How many does that leave that are not members? 

Mr. Peters. That would be only an estimate, but I would say around 
two-thirds of the banks of the country are members of the two inde- 
pendent bankers associations. That is two-thirds of the qualified 
banks. 
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Mr. McDonoven. Are they organized in any sort of association? 

Mr. Perers. You mean the other banks / 

Mr. McDonovucu. Yes. 

Mr. Perrrs. The other banks—— 

Mr. McDonoveu. I am talking about the other independent banks 
now. 

Mr. Perrers. There are none except these two organizations. 

Mr. McDonovucu. The Independent Bankers Association comprises 
about 5,500 independent bankers and that comprises approximately 
two-thirds of the independent banks in the United States? 

Mr. Prrers. Yes. 

Mr. McDonovuen. The other third are not organized ? 

Mr. Perers. They are not except perhaps in the American Bankers 
Association, or their own State organization. 

Mr. McDonoveu. Thank you. 

Mrs. Grirrirus. Mr. Chairman. 

The Cuairman. Mrs. Griffiths. 

Mrs. Grirrirus. This bill, as I understand it, would require, where 
there is an expansion of these holding companies within a State, that 
they secure approval of the State. 

Yesterday I observed that the Federal Reserve System didn’t ap- 
prove of that. Governor Robertson didn’t want the State to have 
anything to say about it. How do you feel about it? 

Mr. Perrers. I believe this bill provides that the States may deter- 
mine the issue in their own State. I am for the bill as it is written. 

Mr. Chairman, I would like, if you will permit me, to make one 
further statement. Yesterday, in the hearing, when Chairman Mar- 
tin and Governor Robertson appeared, the gentleman to my left over 
here, Mr. O'Hara, and I believe Mr. Multer, questioned both of them 
with respect to the organization of a bank, and whether or not the 
Congress should undertake to control, as they have, who can organize 
a bank, and who can own stock in the bank after it is organized. 

As I recall, Governor Martin, and Governor Robertson, both felt 
that it was sound policy for the Government, through and in con- 
nection with the State banking departments, to screen and scrutinize 
the list of stockholders in a proposed bank, and the directors and 
officers of that institution. 

But as I recall, their contention was that once the bank was organized, 
the stock ought to move freely anywhere where anyone wanted to 
buy it. 

I think the gentlemen to my left and Mr. Multer were very sound 
in what they said yesterday. I feel that if the Government is going 
to preserve this banking system in this country, you are going to have 
to control who can own stock in a bank. Otherwise, I think the 
banking business is going to drift away. 

Mr. Parman. Mr. Peters, isn’t there good reason for that in this: 
That the banking business gives a great privilege to certain people, 
to have a bank charter, to have charge of the receiving of deposits, 
and the money supply in that area, to serve the people. It is perfectly 
all right, and I think it is the finest and best system on earth. it is the 
capitalistic system, which we all agree with, but in that they have the 
power to expand their reserves, say, 6 to 1 or 10 to 1—and I am all for 
that, provided that it helps the people they are chartered to represent 
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and serve in that community, but when you give a bank that great 
privilege of expanding 6 to 1 or 10 to 1 on every dollar of reserves, 
there is some responsibility there to keep those great privileges within 
that area and within that community, to serve the people of the com- 
munity, and the charter is not being carried out when the people sell 
it out to somebody across a State line, or in some distant city, and it 
is used for the purpose of helping their own business, and sometimes it 
is a business not related to banking. 

Isn’t that a good reason why that ownership of stock should be kept 
there to the extent that there will be local control ? 

Mr. Perers. Oh, yes. When either the State or Federal Govern- 
ment charters a bank, a State or a national bank, you give to that bank 
certain benefits, certain privileges, which enable the bank to make 
money. 

For instance, no act of Congress in my opinion, has been worth as 
much to banks, and particularly country banks, as the Federal Deposit 
Insurance Corporation. 

The Cuarrman. Are there any laws in any State that require the 
directors to be residents of the State 4 

Mr. Perers. In our State two-thirds of the directors must live with- 
in 15 miles of the bank, I believe. 

Mr. Parman. That is a good law. I think a number of States have 
similar provisions. 

Mr. Perers. But I am not at all sure but what Congress shouldn’t 
regulate where this stock goes. 

Mr. Berrs. Do I understand you to mean that the shareholders 
should reside within the State where the bank operates ? 

Mr. Perers. Not necessarily so; but I think Congress could easily 
provide that a certain percentage of these shareholders should live 
within the area or the country or city where the bank was organized 
and operating. 

Mr. Berrs. The situation might easily arise where a man living in 
Atlanta would die and his son in New York is his only heir. 

Mr. Prrers. If I understood you, what you say is that a man living 
in Atlanta might own stock in a bank in Atlanta, and he might die. 

Mr. Berrs. And his only heir is in New York. 

Mr. Perers. Iam glad you brought that question up, because that is 
one of the most troublesome factors that we have to contend with in 
banking. And it is really the major reason why there should be some 
limitation. As long as the children get good dividends they won't 
sell it. 

Mr. Berrs. What was that last point ? 

Mr. Perers. One of the principal troubles that we have now in the 
ownership of a bank is that the owners of the stock die, and their 
children are located in different parts of the country, and they inherit 
the stock, and in my own case, some of my stock is owned in California, 
Maine, and all over the country. 

Those owners won't sell that stock as long as they get a good divi- 
dend out of it. The stock ought to be sold and find its ownership back 
in the area of the bank. 

Mr. Berts. How are you going to enforce that ? How are you going 
to require that it be sold ? 

Mr. Parman. Will you yield? Don’t you think there is a difference 
between shareholders and directors ? 
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Mr. Berrs. Well that is the point. I was just asking him about 
shareholders. That is all l asked about. 

Mr. Parman. I think he has in mind that directors should live in 
the area where the bank is located. 

Mr. Perers. Well I have in mind, Mr. Chairman, that the direc- 
tors, of course, should live in the area. I still think that a majority 
of the shareholders ought to live in the area that the bank serves. 

Mr. McDonoucu. Will the gentleman yield 4 

Mr. Parman. I yield. 

Mr. McDonoueu. -What is the particular virtue of the shareholders, 
a majority of them, living in the area that the bank serves, as com- 
pared to the lack of virtue of the people living in some other loca- 
tion, as long as the bank directors live in the community and the policy 
of the bank operates to the benefit of the community. 

What is the bad feature of that, the detrimental feature of it? 

Mr. Prrers. A bank, as I understand, according to my conception of 
the banking business, is organized and chartered by the local owners, 
and charted by the government to serve a certain business area, and its 
directors, of course, should come from that area, and I think, in order 
to get good directors in a bank, then the stock, at least a majority of 
the stock, ought to be owned in "the area where the bank is located. I 
see no objection to it. 

Mr. Kitpurn. May Lask a question ? 

The Cuarrman. Mr. Kilburn. 

Mr. Kitpurn. This is in response to the question by Mrs. Griffiths. 
I think, if I understood Mr. Martin correctly yesterday, he didn’t say 
that they would pay no attention to the State authorities. He said 
that they would get their advice, but that they did feel that the respon- 
sibility for the authority should be in one place, so that you didn’t have 
48 different superintendents of banks telling them what to do. 

That was my understanding of it. 

Mrs. Grirrirns. Of course, what they were really doing was taking 
out any State control at all. That is what they were seeking to do. 

Mr. Kitsurn. Of course, a lot of these bank holding companies 
extend over State lines, I presume. 

Mrs. Grirrirus. That is right, but if the States set up laws against 
branch banking and chain banking and what not, they certainly should 
have a right to ) control holding companies through their own commis- 
sioners. These people objec ted to that. 

Then they were unwilling—they wanted the States to be compelled 
to pass a law specifically, to say that you couldn’t have holding com- 
panies. If there were no such law they wanted them to be permitted to 
go right in. 

What they were really trying to do in my judgment at least, was to 
centralize the control in their own hands completely. 

Mr. Kiteurn. They also said they didn’t care whether they had 
the control or someone else had it. 

Mrs. Grirrirus. They wanted it right here in one spot. 

Mr. O’Hara. Mr. Chairman. 

The Cuarrman. Mr. O'Hara. 

Mr. O’Hara. I would like to go into another phase. My colleague 
from Georgia—and there isn’t a greater statesman in America than 
Paul Brown—tells me that you are one of the great men of his State. 

We are told there is a great deal of what is described as gang money 
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which, in recent years, has been attempting to attain respectability 
in getting into activities to which respectability attaches. Some of 
this money has gone into hotels. I don’t say it has gone in to any great 
extent, but we are told that it has to some extent. Mony which is 
acquired in ways that society cannot condone takes on respectability 
when diverted to channels which are surrounded with a high order of 
respectability. 

Under this bank holding system, what would prevent the money 
of evil men or, let us say, money that is supplied by a government 
with which we are now engaged in a cold war, operating through a 
bank holding company, obtaining the power and influence and pres- 
tige of banks in many districts of the country? Have you given any 
thought to that phase of it? 

Mr, Perers. I don’t know that I understood the latter part of your 
question. From what I did hear, I wouldn’t say that I had formed 
any opinion on the question. 

Mr. O'Hara. That is, nothing has happened that has come to your 
attention that would cause you to be apprehensive that at some future 
date the bank holding set-up might be utilized by evil men or subver- 
sive groups to attain control of banks in a number of communities, 
and having control of the banks, to employ the respectability and the 
power that attaches to banking to undermine the moral foundations 
and the Government itself. 

Mr. Perers. I think you are right. 

Mr. O’Hara. Thank you, Mr. Peters. 

Mr. Brown. I have a question. I believe, in Georgia two-thirds 
of the directors have to be elected from the area in which the bank is 
located ; is that right? 

Mr. Perers. That is right. 

Mr. Brown. I don’t think it would be right to force a man living 
out of the State to sell his stock. I don’t see how you could compel 
a person to sell his stock if he inherited it. 

Mr. Perers. I didn’t present the question with the thought in mind 
that this committee would agree with me. I rather thought you would 
disagree. At the same time, as I have said before, and let me reiterate 
it now, the bank stocks of this country are drifting into the hands of 
nonresidents, great vested institutions. Now when all the stock gets 
into their hands, the problem is going to be here for you to solve. 

Would it be better to prevent their purchase, or would it be better 
to wait until they get this stock, and then you find out that through 
stock ownership, the banks have been converted into monopolies? 
And that is what is going to happen if bank stock continues to pay its 
present dividends, and continues to create present earnings; 10 and 
12 percent money doesn’t have much atthe finding a home in this 
country. 

The Cruarmman. Well there is a very great difference between the 
requirements as to stock ownership and directorship, it seems to me. 

Mr. Perers. That is true. 

The Cuairman. Those who operate the bank, and control its policy, 
should make that policy conform to the best interests of the com- 
munity the bank serves, but I don’t see why the stock ownership 
should be compelled to be local. I don’t see that we have any power 
to do that. You couldn’t force a man to sell his stock; could you? 

Mr. Prrers. Yes; you can force him to get rid of it. 
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The CuarrmMan. How is the State of Georgia going to force a man 
living in the State of New York to sell his stock? I don’t know 
whether the State has that power or not. 

Mr. Perers. I don’t know that you have the power. 

The Cuairman. I doubt it. Well now, the independent banker 
really has a spirit of independence; has he not? He cherishes his 
independence like a citizen cherishes his liberty; isn’t that true? 

Mr. Perers. I think you are right. 

The Cuarrman. And there wouldn’t be the chance of the seduction 
of any of these banks if they were given legislation protecting them 
from influences that are improper; isn’t that right? 

Mr. Perers. I think that is right. But as I said, Mr. Chairman, 
I didn’t raise this issue with the thought in mind that the committee 
would agree with me. But I do think it is a thought-provoking prob- 
lem, and that, as I have said before—and let me repeat—the banks 
are merging, and the big investment trusts are buying them up. 
Sooner or later you are going to have to deal with that question. 
Then you will have my testimony. You won’t have to call me back 
to tell you what I think. 

Mr. Parman. Mr. Mumma said something that troubles me, Mr. 
Chairman, and I think it ought to be cleared up. He asked me if 
I didn’t believe in the private profit system, referring to the Federal 
Reserve. The answer I gave I hope didn’t indicate to him that I 
believe that the Federal Reserve System is a private profit system. 
It isnot. The Federal Reserve System is owned by the United States 
Government. 

Mr. Mumma. I don’t think I used the word “private.” Did I use 
that word? 

Mr. Parman. I thought you had. 

The CuHarrmMan. I understand Mr. Peters is anxious to leave. 
Thank you very much, Mr. Peters, for your testimony. We are glad 
to have your views. 

The Cuarrman. Mr. Harding may now resume his statement. 


STATEMENT OF HARRY J. HARDING—Resumed 


Mr. Harpine. Mr. Chairman and members of the committee, I 
appreciate this privilege of continuing. 

You will recall that I commented at some length on the resurgence 
of expansion activity among the great big holding-company organiza- 
tions, after a period of what seemed to be rather a quiet stage. 

Now, on all sides we see the signs of holding-company acquisitions, 
and a striving for a bigger and bigger share of the country’s bank 
deposits. Does this sound like inertia, or is it the beginning of another 
mad scramble for banks, the aftermath of the Court’s decision in the 
Transamerica case that the tool the Federal Reserve Board had leaned 
on, the Clayton Act, was no tool at all with which to combat a tendency 
toward monopoly ? 

The American Bankers Association as far back as 1937 declared, 
“We are definitely opposed to any proposal or device looking to the 
establishment of isnechankone facilities across State lines directly 
or indirectly,” and in 1948 they urged enactment of bank holding 
company legislation in accord with the 1937 resolution. Thirty State 
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bankers associations and the two independent bankers associations 
also have requested Congress to enact legislation which will end 
evasion of banking laws through the bank holding company device. 
There is greater unanimity among bankers on the need for holding- 
company legislation than there has been on any recently proposed 
legislation. 

The National Association of Supervisors of State Banks also hus 
repeatedly passed resolutions calling for enactinent of legislation, 
and at its convention in October 1954, urged Congress to take action 
early in this session. The continued reaffirmation of the stand taken 
plainly shows the American Bankers Association and these other asso- 
ciations were not acting on any impulse, but followed a deep-seated 
conviction that legislation is necessary. 

A number of bills have been before Congress and on several of 
these bills hearings have been held too late in the session, however, 
for any floor action. The Senate Banking and Currency Committee 
in 1947 did unanimously recommend enactment of a regulatory bill. 
Probably no proposed banking legislation has received the discussion 
and careful study that has been accorded bank holding company legis- 
lation. In view of all these facts and the time that has elapsed we 
urge that this committee complete its present study of this problem 
and promptly enact legislation that will achieve proper regulation of 
bank holding companies. 

The question before this committee is far more important than 
merely determining the extent of bank holding company regulation. 
The problem is to what extent shall the concentration of control over 
a large number of banks, with its concomitant economic power, be 
permitted through the holding-company device. Shall expansion 
be permitted uncurbed until a half dozen large companies each con- 
trol a chain of banks coast to coast, and border to border? This will 
lead inevitably to changes in all branch-banking laws, for as this con- 
trol develops there will be the urge to convert these subsidiary banks 
into branches, a superior and less cumbersome system, as the branch- 
bank advocates say. Transamerica must see it that way for it recently 
converted some 24 controlled banks in California into one new branch- 
bank system. In Oregon it recently absorbed 18 subsidiary banks as 
full-fledged branches of the First National Bank of Portland. If 
group banking had any advantages, would these steps have been 
taken?’ No, as has been previously pointed out, a holding company is 
nothing more than a makeshift until branching is possible. 

Do we want to take the road of nonaction that will inevitably lead 
to the concentration of control over banks until it is only a short step 
to nationalization of banking? Or do we want to restrain this new 
banking system, part State, part national. able to do what no bank 
can do, so that it will operate only as banks are permitted to operate ¢ 

Mr. Chairman and members of the committee, H. R. 2674 provides 
a direct and effective approach to the control of the expansion of ban!: 
holding companies. It is not a “kill bill” such as the Comptroller of 
the Currency, the Federal Reserve Board, and the Federal Deposit 
Insurance Corporation all have urged at various times. Nor is it a 
“freeze bill.” New holding companies can be organized and expand; 
but it will put an end to evasion of our banking laws. It creates no 
new yardsticks. It preserves State’s rights and the prerogatives of 
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State and Federal banking supervisory agencies. It restricts discre- 
tionary authority to a minimum. 

I would like to interpose a little comment at this point, relative 
to some of the testimony yesterday. 

Governor Robertson suggested that expansion of holding companies 
should be in accordance with relevant standards stated in the law, and 
he mentioned those which now are in the law to be considered in grant- 
ing a charter to a new bank. But these standards are not mentioned 
in the law in regard to the granting of permission for establishing a 
branch. But we assume the Board is guided by these standards just 
the same. However, we see no objection in including these that are 
now in the law as guides to the Board in addition to those now pro- 
vided in this bill. 

However, another form or criteria, as suggested by Governor Rob- 
ertson, to guide the Board in its discretion, is, and I quote— 
Whether or not the effect of such acquisition or merger or consolidation would 
be to expand the size or extent of the bank holding company system involved 
beyond limits consistent with adequate and sound banking and the public inter- 
est, and the preservation of competition in the field of banking. 

This we cannot approve. We would object to such discretionary 
authority in the hands of the Board because of Governor Robertson's 
own statement, in answer to questions here, that if the Board had the 
power today to compel divestment of any banks by a holding company 
to conform to such a provision as he suggested, he knew of no com- 
pany that he felt would require such divestment. 

Now, let us look at some of these companies. The furthermost sub- 
sidiary of the Northwest Bank Corp. is approximately 1,250 miles west 
of its head office in Minneapolis. Is this a criteria as to the distance 
from the home office in which holding companies can expand? If we 
use this yardstick, and then wish to grant to the Northwest Bank 
Corp. permission to expand to the south 1,250 miles, and to the east 
1,250 miles, then that company would be permitted to have subsidiaries 
in practically every State in the Union. 

In the case of Transamerica, roughly, it is a thousand miles from 
San Francisco to its farthermost Arizona branch. This radius. ex- 
tended eastward and northeastward, would bring it right in the back- 
yard of the Minneapolis holding companies, and also of the First 
Security Corp. of Utah. 

No, it is very obvious that the placing of such discretionary power 
in the hands of the Federal Reserve Board, as now constituted, would 
not serve as a check at all, on the expansion of holding companies. 

H. R. 2674 places the expansion of holding companies on the same 
basis that applies to the expansion in the offices of banks. 

It confines the activities of holding companies, except for unitu- 
portant situations, to the banking business. 

Hf. R. 2674 establishes equity between holding companies and banks 
as to the area in which they can expand. In the exercise of these 
rights, the statutes of the States contain provisions clearly calculated 
to control the size of banking operations by confining their geograph- 
ical extent. It has been a generally recognized principle that such con- 
trol could best be exercised by the individual State, depending on the 
banking needs of such State. This principle was given recognition by 
the United States Congress in the Banking Acts of 1927 and 1935, 
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which authorized the Comptroller of the Currency to approve branches 
for a national bank only within State boundaries, and subject to the 
restrictions as to location imposed by the laws of the State on State 
banks. 

Nearly all of the States already have legislated on the subject of 
branch banking. There should be no need to force a State again to 
legislate on branch banking. We concur with R. M. Evans, a former 
member of the Board of Governors, who said: 

* * * Once we acknowledge what has been officially ruled in at least two 
States—that is, that holding company banking is a type of branch banking— 
then holding company legislation should do what our present national banking 
legislation does; namely, permit branches when State law permits them and 
deny branches when State law does not permit them. 

We have pointed out that the definition of a bank holding company 
in existing law is inadequate. The definition of a holding company in 
H. R. 2674 corrects existing deficiencies. It is realistic in recoguizing 
control can be had with ownership of less than a majority of the out- 
standing stock, and at the same time the mathematical formula of 25 
percent is not too low to shut the door on bona fide investments. Own- 
to nationalization of banking? Or do we want to restrain this new 
necessary to bring a company within the definition—for you do not 
have multiple-oflice or group banking until two or more banks are 
involved. 

Yesterday Chairman Martin stated : 

In one respect we believe that the definition in this bill would not be adequate 
to effectuate one of the two main objectives of the legislation. It would not 
apply to a company which controls only one bank, and would not therefore re- 
quire such a company to divest itself of the nonbanking interests. 

Again, I ask you, how can a company be engaged in group or multi- 
ple-office banking if it controls only one bank ¢ 

The definition in H. R. 2674 also provides that where, in fact, re- 
gardless of stock ownership, there exists control of the management 
or policies of the required number of banks, the Board, after a hear- 
ing, may declare such a company to be a holding company. Control 
has been passed upon by the courts many times and is an ascertainable 
fact. The Board’s determination would be subject to court review. 
Exemptions from the definitions are restricted to mutual savings banks 
and nonprofit organizations, but the exemptions apply only as to the 
bank stocks owned or controlled on the effective date of the act. 

The bill would be effective in its coverage. Section 4 of the act pro- 
vides for registration, reports and examinations which shall be made 
at the expense of the holding company. 

H. R. 2674 also would be effective in controlling expansion. No 
action can be taken which would make a company a bank holding 
company, such as, for instance, the Corn Products Refining Co., which 
controls 1 bank, or R. H. Macy & Co., which controls 1 bank, or W. 
R. Grace & Co., which controls 1 bank, before obtaining the approval 
of the Board, nor can any stock in any bank or the assets of a bank 
be acquired before obtaining approval of the board. There are no 
exceptions to these provisions. 

Before granting approval to any application, the Board must ask 
for the recommendations of the agency that chartered the bank 
involved, the Comptroller of the Currency in the case of a national 
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bank and the State supervisor in the case of a State bank. If such 
agency denies approval, that action is final, but if approval is granted 
then the Board, in the light of the overall situation, still can deter- 
mine its action. 

Quoting Governor Martin’s testimony yesterday, he opposed giving 
the Comptroller in the case of a national bank and the State supervisor 
in the case of a State bank, the right to deny approval of acquisition 
of the stock in a bank, and the Comptroller concurred in this con- 
clusion, feeling that such a provision would bring about diffusion of 
authority and would involve dual application of effort and give rise 
to administrative difficulties. 

We fail to see this. The Federal Reserve Board and the Comp- 
troller both agree that the respective Federal and State supervisory 
authority should be consulted, and their views should be considered 
by the Board. However, we cannot see how making a recommenda- 
tion, by the State supervisors, would entail any more investigative 
work on the part of the State supervisors, for instance, more diffusion 
of responsibility, or give rise to administrative difficulties, than the 
making of a definite decision that would be final on the Board. 

As a matter of fact, in the one case, both the Comptrolier and the 
state supervisor and the Federal Reserve would have to make an inves- 
tigation, but in the case of H. R. 2674, if the State supervisor said no, 
that would mean no investigation was necessary by the Federal 
Reserve, no responsibility to be assumed by the Federal Reserve, and 
the decision would be final, no administrative work to follow. 

The argument for centering all decisions on expansion in the hands 
of the Federal Reserve seems very weak to us. 

Now, Mr. Chairman and members of the committee, I feel almost 
impertinent—me a small country banker—in questioning the sound- 
ness of some of the statements made by men such as Governor Robert- 
son and Chairman Martin, who are charged with such great responsi- 
bility in our economy. Yet, somehow, as I listened to the testimony 
yesterday, and the responses to some of the questions that were pro- 
pounded, I couldn’t help but feel that the Board must have dug down 
pretty deep in the barrel to dig up some criticisms or answers to ques- 
tions on H. R. 2674. 

Governor Martin, on page 7 of his statement, also declares: 

Before leaving the matter of coverage it should be noted that the provision 
of the pending bill defining the term “company” would include not only corpora- 
tions and business trusts, but also any partnership and any similar organized 
group of persons. The meaning of the phrase “organized group of persons” is 
not clear. 

In the bill, S. 829, prepared by the Federal Reserve Board which 
I mentioned, and which received the unanimous endorsement of the 
Senate Banking and Currency Committee, but too late to bring it up 
on the floor, the definition of a company includes— 


or any organized group of persons, whether incorporated or not. 


In the bill S. 2318 also prepared by the Federal Reserve Board, 
the definition of a “company” appears exactly as it appears in H. R. 
2674. In the Federal Reserve Act, itself, 12 United States Code, the 
definition reads, “The term ‘holding company affiliate’ shall include 
any corporation, business trust, association, or other similar organiza- 
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tion.” Whether you say “similar organization” or “similarly organ- 
ized group of persons,” take your choice. 

In no case can further expansion outside of the home State of a 
holding company be approved and applications within the home State 
may be approved only within the area within which branches of banks 
are permitted or where by State statute holding companies are specifi- 

cally exempted from branch banking restrictions. 

Governor Martin testified : 

There are, of course, no States which have affirmative legislation of this kind. 
Perhaps not. We don’t happen to know. But there is certainly nothing in 
the bill that would prevent a State from enacting such a law if the State saw 
fit to do so. 

The act would also be effective as to the segregation of nonbanking 
businesses. Section 6 provides for the divestment of investments, ex- 
cept for nominal holdings, in businesses extraneous to banking within 
a maximum of 5 years. Suitable tax relief on such distributions made 
at the order of the Board, or where because of such an order a company 
chooses to distribute its holdings of bank shares so as to cease to be a 
bank holding company, is provided for in section 12. 

Chairman Martin, on pages 10 and 11 of his statement vesterday, 
expressed his disap yproval of several of the spec ific exe mptions set 
forth in section 6 of the bill. These same exemptions have appeared in 
various bills heretofore prepared by and urged for enactment by the 
Federal Reserve Board. The Board at the time declared there were 
existing situations which should be met, and, as a matter of fact, we 
believe these were threshed out in the course of a number of confer- 
ences with groups representing the supervising agencies and the 
bankers associ itions. 

Now, there is, with some new members on the Board, a change in the 
attitude. But no reason has been advanced as to why exemptions advo- 
cated one day should not be considered the next day, other than a 
desire to give the Board discretionary authority to which we object. 

Self-dealing on the part of holding companies and its subsidiary 
banks has caused a good deal of criticism. Section 7 of the act pro- 
hibits borrowings by the holding company from its subsidiary banks 
and also bars other self-dealing. One of the holding companies has 
urged <aite a’ provision and another, stating it no longer engages in 
such practices, has indicated its acceptance. Any slight loss of inter- 
est income by foregoing such transactions can cause no hardship on 
any holding company or its controlled banks. 

Section 8 of the act reserves the rights a State now has or hereafter 
may have as to banks and bank holding companies, to the States. In 
section 9 hearings in accordance with the Administrative Procedures 
Act are assured. 

Penalties for willful violations by any company of $1,000 a day and 
fines of $10,000 or imprisonment for not more than 1 year, or both, 
upon conviction of willful participation may be imposed on any officer, 
director, or agent. False entries are subject to section 1005 of title 18, 
United States Code. 

To summarize: We have set forth: (1) that present laws are inade- 
quate. and I think we are all agreed on that, the agency as well as 
ourselves; (2) that the States alone cannot meet the problem: (3) that 
the legislation proposed in H. R. 2674 is necessary to prevent mono- 
polistic control of banks: (4) that this legislation will end evasion of 
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existing laws as to branches across State lines and within a State; 
(5) that this legislation will end evasion of the law as to the control 
of businesses forbidden to banks; (6) that this legislation will be effec- 
tive and establish equality as to expansion and extent of activities 
between holding companies and banks. We urge, in all earnestness, 
prompt enactment of H.R. 2674. 

We deeply appreciate your recognition of the importance of the 
a company problem and the time you are giving to its solution. 

aced boldly and with a determination to reach a solution before it is 
phe late, we are confident that the committee will recommend enact- 
ment of legislation that will be proper and adequate, that will close 
loopholes 1 in existing laws, and that will be in the public interest. 

The CHamman. Thank you, Mr. Harding, for your statement. 

Is there any interrogation of these two gentlemen ? 

Mr. Parman. Mr. Chairman. 

The Cuarrman. Mr. Patman. 

Mr. Parman. I want to commend Mr. Bryan for the very fine state- 
ment that he has presented to this committee. I have never listened 
to a statement with more interest and appreciation, than the statement 
that he made. I listened to every word of it after having read it. 
L think it can be very helpful to this committee, and I believe we should 
follow through, and I am here and now, Mr. Chairman, asking you 
to ask your staff—and you have an excellent staff here—to give us the 
information on the present status of the law with reference to natural 
persons owning these banks, and also with reference to the opinion 
of the Solicitor General of the United States that was rendered Novem- 
ber 6, 1911, so that we may find out what, if anything, has been done 
under that, and if anything has ever been done to repeal it or to render 
it ineffective, in the way ofa subsequent opinion by the same source, 
or by law, regulation, or otherwise, and particularly I would like to 
have information about this section 5146, as to the directors of these 
banks. 

And under the natural persons phrase, mentioned by Mr. Bryan, 
it occurs to me that these holding companies are certainly not natural 
persons, and there is a point there that I think our committee should 
fully explore. 

The Cuatrman. I don’t think there is any question that a holding 
company is certainly not a natural person. 

Mr. Parman. A corporation is not a natural person, but they have 
been held to be citizens by the Supreme Court of the United States. 

I will not ask any questions of Mr. Bryan on account of the lateness 
of the hour. 

Mr. Harding, too, has a very fine statement, and he has brought us 
some very useful information. The essence of his statement is that 
if we don’t do something to stop this concentration of money and 
credit, as the chairman has always contended, we are not going to have 
the kind of America that has made America great. Something should 
be done to stop it. 

So T agree with the statement made by Mr. Harding. I agree with 
both of you gentlemen, and I want to commend you very heartily. 
I hope we may soon finish these hearings and report the bill out 
favorably. 


But I would like to have that staff study on Mr. Bryan’s statement, 
Mr. Chairman. 
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The Crarrman. We should be able to get that information with- 
out too much trouble. 

Mr. Parman. I also want the staff to tell us what can be done under 
existing law. We want to approve this bill, but we also want to 
pursue existing law, if we can proceed under it. 

The Cuarrman. There is no objection to the staff making such a 
study, I take it. 

I regret I was not here this morning to hear all of Mr. Bryan’s 
statement, as I was called before the Rules Committee. 

Are there further questions ? 

Mr. Parman. And I think that this organization is rendering a 
great patriotic service in presenting this matter, and in holding the 
line. I think it would be to their own selfish interests to go along with 
the other crowd, and I think the people of this country and the Con- 
gress owe them a great debt of gratitude for holding the line. 

The CHarrMan. We thank them for the very fine service they ren- 
der, and for the information they have given us. It is always a pa- 
triotic thing for citizens to come before Congress to present informa- 
tion on public questions. I think they deserve our gratitude and the 
gratitude of the people for coming here. 

If there are no further questions, you may stand aside, gentlemen. 

Our next witness will be Mr. Ryan, president of the State Bank of 
East Moline, Ill. 

You may proceed, Mr. Ryan. 


STATEMENT OF BEN H. RYAN, PRESIDENT OF THE STATE BANK 
OF EAST MOLINE, ILL. 


Mr. Ryan. Mr. Chairman and members of the committee: My name 
is Ben H. Ryan. I am president of the State Bank of East Moline, 
IJl.; first vice president of the Independent Bankers Association and 
their representative in the State of Illinois. I am, also, past president 
of the Illinois Bankers Association and have authority to represent 
that organization at this hearing, as evidenced by a resolution which 
was passed at their council of administration meeting held February 17, 
1955, at the Palmer House in the city of Chicago, Il. 

I would like to read that resolution and have it entered in the record, 
if youdon’t mind. [Reading:] 

Moved by Mr. French: Be it 

Resolved, That the Illinois Bankers Association be recorded as favoring the 
Spence and Capehart bills insofar as they pertain to the rights of the Illinois 
banks to maintain unit banking in Illinois, and the prohibition of holding com- 
panies operating or expanding in Illinois. 

I appreciate the opportunity afforded me to appear before your 
committee and will confine my remarks to the effect that holding 
companies are having on the banking business in the State of Illinois. 
We feel the effects of holding company banking in Illinois. The activ- 
ities of the holding companies are influencing other bankers to search 
for a way of expansion. This poses a threat to our legal prohibition 
as to branch banking. Both bank holding company and branch bank- 
ing are a form of multiple banking. While the holding company has 
a different corporate structure than a branch bank, the end results are 
the same. 
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The subsidiaries of a bank holding company are operated and di- 
rected by the home office in about the same manner as a branch is 
directed and operated by the home bank. Both are capable of dan- 
gerous concentrations of economic power; and the bankers of Illinois 
are duly alarmed. 

In 1952 the Commercial National Bank of Peoria tried to organize 
two additional banks through a trustee arrangement, wherein the 
stockholders of the Commercial National would own the stock of the 
two new banks, which stock would be held in trust by the Commercial 
National for the benefit of these stockholders. This scheme was an 
intrastate holding company. The bankers of Lilinois were opposed 
to this method of organizing a bank and secured, through the auditor 
of public accounts, an opinion from Attorney General Latham Castle, 
which stated that this was in violation of the Banking Act of the State 
of Illinois, because it was a form of branch banking. ; 

I have a copy of that opinion, and I would like to have it entered in 
the record. 

The CuarrmMan. Without objection, that may be done. 

(The document above referred to is as follows :) 


SPRINGFIELD, ILL., February 19, 1953. 
File No. 9, Banks and Banking, Branch Banking. 


Hon. ORVILLE E. Hopae, 
Auditor of Public Accounts, Springfield, IU. 

Dear Str: I have your letter of February 4, 1953, with attached letters dated 
January 21 and 30, 1953, from the Commercial National Bank of Peoria, in 
regard to the establishment of the two new banks within or near the city of 
Peoria. 

You request a review and opinion in respect to the status of your office in 
regard to branch banking. 

You are thus asking, in effect, for a review of the opinion of my predecessor, 
dated July 31, 1952, insofar as the same relates to branch banking, and also 
an opinion on the new facts set forth in the letters of January 21 and 30, 1953, 
from the Commercial National Bank to you. 

Accordingly, in order to fully understand the problem herein, I deem it neces- 
sary to briefly set forth the facts upon which the opinion of my predecessor 
was based. These facts are: 

The Commercial National Bank of Peoria proposed to distribute approxi- 
mately $600,000 to its shareholders for investment in two new banks in or near 
the city of Peoria. In advance of the distribution of this dividend the share- 
holders would consent that said funds be placed in the hands of a board of 
three trustees for investment in said new banks. Except for directors’ qualifying 
shares, the trustees would hold the stock in the new banks on behalf of the 
shareholders of the Commercial National Bank, said shareholders having at all 
times thereafter beneficial interests in the new banks proportionate to their 
holdings in the Commercial National Bank. Said trustees would be chosen by 
the beneficiaries of the trust at annual elections. Certificates of beneficial in- 
terest in the new banks, issued to the shareholders of the Commercial National 
Bank, would not be assignable, transferable or saleable, except in connection 
with the sale, transfer or assignment of a like number of shares of the com- 
mon capital stock of the Commercial National Bank. A participation agree- 
ment would be executed by the shareholders of the Commercial National Bank, 
authorizing a dividend to be paid to the trustees to be used to establish said 
new banks. It further appears from the file herein that paragraph 9 of said 
participation agreement recognized that the trustees, who would hold legal title 
~ _ shares of the new banks, would be an affiliate of the Commercial National 

PANK, 
__ In the letter of January 21, 1953, from the Commercial National Bank to you, 
it appears that said bank now proposes to modify the foregoing plan. The 
a portion of said letter relating to the modification of the plan is as 
OLLOWS: 
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“Shareholders of the Commercial National Bank of Peoria be paid a dividend 
of $6 a share on the 100,000 shares outstanding. Each shareholder will have 
the choice of retaining the cash dividend or using it to acquire equal amounts 
of stock in each of the banks for which we are requesting charters. Because of 
tax considerations it would be necessary that the dividend of the participating 
shareholders be held in escrow pending the issuance of the shares in the new 
banks. As soon as the shares are available they would be distributed to the 
participants in the plan, at which time the escrow agreement would cease. 
There would be no trust agreement of any kind and each shareholder would be 
free to sell his stock in either of the new banks independently of the other and 
without relation to the sale of stock in the Commercial National Bank of Peoria. 
In order to provide adequate capital and to meet certain requirements of the tax 
laws, it would be necessary that the holders of 90 percent or more of the Com- 
mercial shares participate in the plan. Each bank would be wholly independent, 
its shareholders selecting its directors, who would be responsible for its opera- 
tion. No one bank could control either of the others.” 

The modified plan, as set forth in the letter of January 21, 1953, supra, was 
further modified in the letter of January 30, 1953, from the Commercial National 
Bank to you. The materia! portion of said letter relating to further modifica- 
tion is as follows: 

“Since writing that letter, our legal counsel and our tax consultants have de- 
veloped what in their opinion is a more satisfactory procedure in the mechanics 
of providing the capital for the banks. 

“They suggest that the escrow agreement described in the second paragraph on 
page 2 of my letter of January 21 be eliminated. Instead, one-half of the divi- 
dend from this bank would be paid to each of the banks at the time their charter 
is activated. Each bank in turn would distribute its stock pro rata to the 
shareholders of the Commercial National Bank. We are advised that this can 
be done as a corporate action of our bank by resolution of its board of directors 
and subsequent approval of the stockholders. No other aspects of the program 
previously outlined would be changed. 

“The shareholders of the Commercial National Bank would have stock in the 
new banks proportionate to their holdings of Commercial stock. They would, 
however, be entirely free to sell shares in any of the three banks independently 
of the other two. As a result, there would be a gradual diversification of share- 
holders in the three institutions. We will greatly appreciate having you consider 
this alteration in our proposal.” 

It thus appears that $300,000 would be paid by the Commercial National Bank 
to each of the proposed new banks at the time their charter is activated. This 
is to be done as a corporate action of the Commercial National Bank by resolu- 
tion of its board of directors and subsequent approval of the shareholders. 

In said letter of January 30, 1953, a further point is raised by the bank. The 
bank desires to know if there is any way in which the requirement of section 5 
of the Banking Act, relating to subscribers’ affidavits, can be waived. Said re- 
quirement provides that each subscriber of capital stock shall execute an affi- 
davit stating that he is the owner of property in his own right, exclusive of the 
stock of the bank, in excess of all indebtedness of market value at least equal 
to the par amount of stock subscribed for by him. 

Section 9 of the Illinois banking law (par. 9, ch. 1614, Ill. Rev. Stats. 1951), 
provides as follows: 

“Associations organized under this act shall be bodies corporate and politic 
for the period for which they may be organized, may sue and be sued, may 
have a common seal, which they may alter or renew at pleasure, may own, 
possess, and may carry as assets the real estate necessary in which to do its 
banking business, and such other real estate to which it may obtain title in the 
eollection of its debts, but shall not carry in its assets any real estate except 
its banking house for the period of more than five years after acquiring title 
to the same. 

“No bank shall establish or maintain more than one banking house, or receive 
deposits, or pay checks at any other place than such banking house, and no bank 
shall establish or maintain in this or any other State or country any branch 
bank, nor shall it establish or maintain in this State any branch office or addi- 
tional office or agency for the purpose of conducting any of its business.” 

Section 9, supra, as originally enacted in 1919 (laws 1919, p. 224), was sub- 
stantially identical with the first grammatical paragraph above quoted. 

Pursuant to a statewide referendum held November 4, 1924, the following pro- 
visions were added to said section 9 (laws 1928, p. 164) : 
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“No bank shall establish or maintain more than one banking house, or receive 
deposits, or pay checks at any other place than such house; and no bank shall 
establish or maintain any branch bank, branch office or additional office or 
agency for the purpose of conducting any of its business.” 

By act of June 4, 1929 (laws 1929, p. 174), ratified at Statewide referendum 
held on November 4, 1930, section 9 was given the form above set out. 

The statement and suggestions of the secretary of state accompanying the 
referendum of November +4, 1924, stated that the purposes of the amendment were 
to prohibit branch banks. The statement and suggestions of the secretary of 
state accompanying the statewide referendum of Novmber 4, 1930, insofar as the 
same relates to section 9, are as follows: 

“Section 9. The provision as to branch banks is changed. Branch banks are 
forbidden in this or any other State or country, but branch offices or additional 
offices or agencies for the purpose of conducting any of the bank’s business are 
prohibited only in this State.” 

In the case of Boatmen’s National Bank vy. Hughes (385 Ml. 431), it was held 
that a national bank, domiciled in another State, was properly refused permis- 
sion to maintain a branch for a trust business in Iilinois. In discussing the pro- 
hibition against branch banking contained in section 9 of the Banking Act, supra, 
the court said, at page 436 of its opinion: , 

“We believe the provisions of said section 9 of the Banking Act clearly pro- 
hibit the maintaining of a branch or of an additional office in Illinois. 

“The establishment of branch banks has twice received the disapproval of the 
voters of this State by statewide referendum. No foreign bank, either State or 
national, is entitled to open a branch bank or an additional office in the State 
of Illinois and, therefore, the petitioner is not being discriminated against by 
a refusal to issue the certificate requested.” 

Although the statement quoted relates to a foreign bank, it is apparent that 
it would apply equally to a domestic bank, since the prohibition against branch 
banks in section 9, supra, applies to all banks, domestic or foreign. 

In the case of Central Republic Trust Co. v. Evans (378 Til. 58, at p. 71), 
the court said that the restraint against branch banking, like other banking regu- 
lations, is based upon a publie policy to further the interests of the depositor and 
the public. 

In the ease of Thrift, Inc. v. State Bank & Trust Co. (298 Ill., App. 501), it 
appeared that a contract had been entered into betwen a bank and a corporation, 
whereby the corporation was to install in the public schools the corporation’s 
school banking plan, under which deposits were brought to the teacher by the 
children and entered in passbooks issued to them by the teacher, and money was 
collected by bank messengers. It was he'd that said contract was unenforceable, 
as in violation of the statute prohibiting a bank from maintaining any “agency” 
for the purpose of conducting its business. 

Prior to the prohibition of branch banking contained in section 9 of the Banking 
Act, branch banking had been ruled to be illegal in various opinions of the attorney 
general. See opinion dated March 7, 1898, of Hon. FE. C. Akin, attorney general, 
found in the 1897-98 opinions of the attorney general, at page 92. See also the 
opinions dated June 10, 1904, and July 2, 1903, of Hon. H. J. Hamlin, attorney 
general, found in the 1903-04 volume of opinions of the attorney general, at 
pages 140 and 141. 

It is thus entirely clear that the prohibition against branch banking is firmly 
embedded in the public policy of this State. 

It appears from the file herein that the Commercial National Bank proposes 
to utilize the provisions of the Internal Revenue Code relating to “spinoff” re- 
organizations, which would create no Federal income tax liability for the share- 
holders. Statutory provisions relating to a “spinoff” reorganization are found in 
paragraph 112 (11), title 26, U. S. C. A., as follows: 

“(11) Distribution of stock not in liquidation. If there is distributed in pur- 
suance of a plan of reorganization, to a shareholder of a corporation which is a 
party to the reorganization, stock (other than preferred stock), in another 
corporation which is a party to the reorganization, without the surrende> 'y 
such shareholder of stock, no gain to the distributee from the receipt of snch 
stock shall be recognized unless it appears that (A) any corporation which is a 
party to such reorganization was not intended to continue the active conduct of 
a trade or business after such reorganization, or (B) the corporation whose stock 
is distributed was used principally as a device for the distribution of earnings 
7 profits to the shareholders of any corporation a party to the reorganiza- 
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It thus appears that the establishment of the new banks will be pursuant to 
a plan of reorganization of the Commercial National Bank. 

It further appears from the letter of January 30, 1953, of the Commercial 
National Bank that the payment of $300,000 to each of the proposed new banks 
would be made as a corporate action of the Commercial National Bank. Said 
bank thus, by its corporate action, is making payment of the capital necessary 
to establish the new banks. 

A bank incorporated under the law of Illinois, like other corporations, has only 
Such powers as are expressly conferred by statute or as may be necessarily 
implied from a specific grant of power. In the case of Knass v. Madison & Kedzie 
State Bank (354 111. 554, at p. 561), the court said: 

“The rule long recognized and frequently announced by this court, is that a 
bank incorporated under legislative charter, like other corporations so organized, 
has only such powers as are expressly conferred by the statute under which it is 
organized and such powers as are necessarily implied from the specific grant of 
power. Every power that is not clearly granted is withheld. Enumeration of 
powers granted implies exclusion of all others, and any ambiguity in the terms 
of the grant of power must operate against the corporation and in favor of the 
public.” 

In the case of Flannigan v. First National Bank of Chicago (307 Ill. App. 495, 
at p. 502), the court said that the statute gives no authority to a bank to acquire 
stock of another bank or to incur constitutional or statutory liability thereon. 

In the case of First National Bank v. Missouri (263 U. S. 640, 656), it was 
held that national banks can exercise only such powers as are expressly granted 
or such incidental powers as are necessary to carry on the business for which 
they were established. At page 659 of its opinion the court held that the estab- 
lishment of a branch bank was not the exercise of an incidental power, the court 
saying that the mere multiplication of places where the powers of a bank may 
be exercised was not a necessary incident of a banking business. 

I conclude that neither a national bank nor a State bank has power to invest 
its surplus funds in the stock of another bank or to organize other banks except 
where this power is expressly conferred upon it. The proposed plan would thus 
seem to be ultra vires. 

It has been noted that section 9 of the Banking Act provides that “no bank 
shall establish or maintain in this or any other State or country any branch 
bank.” <A question immediately becomes apparent as to whether or not the 
proposed organization of the new banks constitutes said new banks as branches 
of the Commercial National Bank. The weight of authority is that a bank and 
its branches constitute but one corporation (1 Michie, Banks and Banking, p. 
100). However, the courts of this State have not passed on this point, and it is 
possible that they may hold that a bank may be a branch bank even though it is 
a corporate entity entirely separate and distinct from the main bank. 

From the facts, it appears that each of the two new banks would have 
its own charter. However, it also appears from the facts that the capital for 
the new banks will be supplied by the Commercial National Bank. From the 
latest modified plan, it appears that said bank proposes to pay said capital direct 
to said new banks as a corporate action of said Commercial National Bank by 
resolution of its board of directors and subsequent approval of its stockholders. 
The original plan was that the capital be supplied by means of a dividend de- 
clared for the particular purpose of establishing said new banks, said dividend 
being not a general dividend to be used by the shareholder in any manner he 
saw fit. Also, the original plan itself admits (see par. 9 of the participation 
agreement) that the trust, the medium through which the new banks would be 
established, is an affiliate of the Commercial National Bank. 

It would seem that the use of the term “affiliate” denotes a closer relationship 
than that ordinarily existing between a bank and its correspondent. Further- 
more, the file in this case reflects that administrative officers of the Commercial 
National Bank are to give management counsel to the new banks. By giving such 
management counsel, it would seem that the Commercial National Bank would 
be exercising control over the new banks. It has been noted above that in estab- 
lishing said new banks, it is proposed to make a distribution which would qualify 
as a tax exempt distribution to the stockholders pursuant to the “spin-off” 
provisions of the Internal Revenue Code (par. 112 (11), title 26, U. S.C. A.) 
It is thus apparent that the establishment of the new banks is part of a plan of 
reorganization of the Commercial National Bank. 

The general rule in respect to corporate agencies or affiliates of other corpora- 
tions is stated in 1 Fletcher, Cyclopedia Corporations, permanent edition, pages 
154-155, as follows: 
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“A very numerous and growing class of cases wherein the corporate entity is 
disregarded is that wherein it is so organized and controlled, and its atfairs are 
so conducted, as to make it merely an instrumentality, agency, conduit, or adjunct 
of another corporation.” 

In 1 Fletcher, supra, at pages 157-158, it is stated as follows: 

“Whether one is a mere agency or instrumentality or they are identical, is a 
question of fact to be proved by competent evidence, although under some statutes 
it may be a matter of law that they are separate entities. This question of fact 
depends on many circumstances overcoming or failing to overcome the indicia 
of separate entities, sameness of members, officers and objects, and the absence 
of distinct interests, being indicia of agency or identity, while differences in 
officers, objects, or conduct are indicia of separate recognizable entities.” 

‘xamination of the cases cited in the footnotes to the above quotations disclose 
that the so-called instrumentality rule has been followed in a number of juris- 
dictions, including [Tllinois. The rule is stated in the case of Dregne v. Five 
Cent Cab Co. (381 Ill. 594, 602-603), wherein it appears that the legal fiction 
of a distinct corporate existence will be disregarded when necessary to cir- 
cumvent fraud or where the corporation is so organized and controlled and its 
affairs so conducted as to make it a mere instrumentality of another corpora- 
tion. The actual holding in this case was that mere instrumentality, without 
fraud or injustice, is insufficient to impose liability on one corporation for the 
tort or another. Inasmuch as the organization of the proposed new banks in- 
volves no question of tort liability, it is believed that the general rule is applica- 
ble, and that the legal fiction of corporate existence will be disregarded as far 
as the prohibition against branch banking is concerned, if the new banks are 
so organized and controlled, and their affairs so conducted as to make them 
merely instrumentalities of the Commercial National Bank. 

On the facts here presented, as I construe them, the courts may logically hold 
that the proposed organization of said new banks will be such as to subject said 
new banks to such domination and control of the Commercial National Bank 
as to constitute said new banks as branches of the Commercial National Bank. 
This conclusion arises when the facts herein, cumulatively, are considered. In 
the original plan, the trust, the medium through which the new banks were 
to be established, was recognized as an affiliate of the Commercial National 
Bank. Capital for the new banks will arise pursuant to a distribution to stock- 
holders pursuant to the “spin-off” provisions of the Internal Revenue Code, which 
connotes that establishment of the new banks is part of a plan of reorganiza- 
tion of the Commercial National Bank. The modified plan proposes to make 
payment of the necessary capital to the new banks direct to said new banks as 
a corporate action of the Commercial National Bank. Administrative officers 
of the Commercial National Bank are to give management counsel to the new 
banks. From the file herein it would also seem that the Commercial National 
Bank is, in fact, the advocate and moving party in promoting and setting up 
the proposed plan. From the overall factual picture it would clearly seem that 
the relationship between said new banks and the Commercial National Bank 
constitutes much more than the relationship between ordinary correspondent 
banking institutions. 

I have carefully considered the case of Daniel v. Best ((Ia. 1938) 279 N. W. 
374), wherein the Supreme Court of Iowa sustained a finding by a lower court 
that an organization of banks, somewhat similar to that here proposed, did 
not violate a provision of the Iowa Code prohibiting branch banking. It is not 
apparent from said decision nor from any other decision of the Iowa courts. 
so far as I ean find, that the prohibition against branch banking, in Iowa, is 
as firmly embedded in the public policy of that State as is the case in Hlinois. 

The situation here presented has never been passed on by the courts of this 
State. I am unable to state what our courts will ultimately declare the law to 
be. However, in the absence of any adjudication by the courts of this State. 
I am constrained to the view that the proposed organization of said new banks. 
as set forth in the letters of January 21 and 30, 1953, from the Commercial 
National Bank of Peoria, will violate the provisions relating to the prohibition 
of branch banking contained in section 9 of the Illinois Banking Act. supra. I 
am further of the view that the proposed organization of said new banks, pur- 
suant to the original plan of organization, and which was the factual situation 
upon which the opinion of my predecessor, dated July 31, 1952, was based. will 
also violate the provisions relating to the prohibition of branch banking con- 
tained in section 9 of the Illinois Banking Act, supra. 
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One further question remains. That is, whether there is any way in which 
the requirement of section 5 of the Banking Act, relating to subscribers’ afli- 
davits, can be waived. Section 5 of said act (par. 5, chap. 1614, supra), pro- 
vides as follows: 

“When the directors have organized, as provided in section 4 of this act, and 
the capital stock of such association shall have been all fully paid in and record 
of the same laid before the auditor, together with an affidavit signed by each 
subscriber to the capital stock of such association stating that he is the owner 
of property in his own right, not including any stock of such association, in 
excess of all indebtedness of market value at least equal to the par amount of 
stock subscribed for by him, and in the event any such person shall make a 
fraudulent affidavit he shall be guilty of perjury, the auditor shall by himself 
or some competent person of his appointment, make a thorough examination 
into the affairs of such association, and if satisfied the authorized capital has 
been paid in, and that the association has the full amount dedicated to the 
business, including a surplus which shall be not less than 10 percent of the 
capital, and a reserve for operating expenses of at least 5 percent of the capital 
and when they pay into the auditor's office the reasonable expenses of such 
examination, as determined by the auditor, he shall give them a written or 
printed certificate under seal authorizing them to commence the business desig- 
nated in section 1 of this act. And said certificate and the permit issued in 
accordance herewith, duly certificated by said auditor, shall be filed and recorded 
in the office for the recording of deeds in the county where such bank is organ- 
ized, and the original or certified copy thereof shall be evidence in all courts of 
the existence and authority of said corporation to do business. Upon the 
recording of said certificate and permit said bank shall be deemed fully organ- 
ized and may proceed to business. ‘The auditor may, in his discretion, with- 
hold the issuing of the said certificate, authorizing the commencement of }usi- 
ness when he is not satisfied as te the personal character and standing of any 
officer or any director elected or appointed, in accordance with sections 3 and 
4 of this act, or as to the truth of any statement contained in the affidavit of 
any subscribed, or when he has reason to believe that the bank is organized 
for any purpose other than that contemplated by this act, or that a commission 
or fee has been paid in connection with the sale of the stock of the bank.” 

SECTION 5, supra, provides, in part, that there shall be laid before the auditor 
“an affidavit signed by each subscriber to the capital stock of such association 
stating that he is the owner of property in his own right, not including any 
stock of such association, in excess of all indebtedness of market value at least 
equal to the par amount of stock subscribed for by him.” 

Section 5, supra, has never been repealed. Until such time as said section 
is repealed, its provisions remain in full force and effect. It therefore follows 
that the requirement in said section 5, relating to subscribers affidavits, must 
be complied with, and cannot be waived. 

It is therefore my opinion that the issuance of a permit for the organization 
of said proposed banks, either pursuant to the original plan of organization 
upon which the opinion of my predecessor was based, or pursuant to the modi- 
fication of said plan, as set forth in the letters of January 21 and 30, 1953, from 
the Commercial National Bank, is unauthorized. I do not adhere to the opinion 
of my predecessor, dated July 31, 1952, insofar as same relates to branch bank- 
ing. I am further of the opinion that section 5 of the banking act, supra, must 
be given full force and effect until such time as it is repealed. 

Very truly yours, 
(Signed) LATHAM CASTILE, 
Attorney General. 


Mr. Ryan. A similar situation ocurred in Texas, whose banking law 
is similar to Illinois, in 1952, wherein the Inwood State Bank proposed 
to sell 49 percent of its stock to the public. but 51 percent of the stock 
would be owned by the Equitable Co. of Texas. The Equitable Co. 
is owned by the stockholders of the Mercantile National Bank at 
Dallas. No certificates of stock were, in fact, issued by the Equitable 
Co. of Texas to the stockholders of the Mercantile National Bank, but 
such certificates in the Equitable Co. were held by three trustees who 
are officers and directors of the Mercantile National Bank at Dallas. 
These trustees exercised full voting power and control of the Equitable 
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Co. and would exercise full voting power and control of the 51 percent 
stock ownership in the proposed Inwood State Bank—really a holding 
company device to evade the law. 

On August 18, 1952, Price Daniel, attorney general of the State of 
Texas, rendered an opinion stating this procedure of organizing a bank 
was in direct violation of the Banking Act of the State of Texas. 

In 1954, an effort was made to secure the approval of the banks of 
Illinois to support legislation designed to allow branch banking in 
counties of 500,000 population and over. This suggestion set off a 
spark which aroused the ire of the majority of the bankers in Illinois, 
and a resolution was passed in 7 of the 10 group meetings, Chicago 
being in 1 of the groups that passed this resolution, during March and 
April of 1954, to the effect that the banks of Illinois are opposed to 
branch banking in any form. The resolution also instructed the of- 
ficers of the association to include the same wording in the declaration 
of policy, which is the instrument by which the policies of the asso- 
ciation and its officers are to be guided during the coming year. 

The declaration of policy, containing the following, section 9 states: 
that we oppose branch banking in any form— 

(and that, of course, covers the bank holding company) was passed 
unanimously. 

In spite of this, there was a group of bankers preparing a bill to be 
introduced into the Illinois Legislature during the 1955 session, allow- 
ing branch banking in counties of 500,000 population and over. I was 
assured, just the first part of February of this year, that the propo- 
nents of this legislation have decided to withhold its introduction dur- 
ing this session of the legislature. The decision was made, I am sure, 
because of the efforts of the small, independent bankers of the State 
of Illinois. 

Just recently the General Contract Corp. of St. Louis (a holding 
company) purchased two banks in the southern part of Illinois; 
namely the Bank of Benton and the Bank of Ziegler. A bank, under 
the present law, would not have been allowed to buy banks across a 
State line. This holding company would not have been permitted 
to buy these banks which will be subsidiaries of this corporation if 
the bill before us was already on the statute books. This corporation 
already owns the Illinois State Bank of Quincy which now gives them 
control of 3 banks in Illinois; 4 banks in St. Louis, Mo.; 1 in Memphis, 
Tenn.; besides 3 insurance companies operating in 42 States; a dealer 
finance and personal loan company, blanketing 7 States; and approxi- 
mately 30 finance and personal loan offices extending from St. Louis, 
Mo., to New Orleans, La. 

The Equity Corp. of New York owns control of the Pullman Trust 
& Savings Bank and Standard State Bank, both of Chicago, and the 
State Bank of Blue Island, Blue Island, Ill. 

The Bankers Life & Casualty Co. of Chicago controls one bank in 
Park Ridge, Ill., namely, the Citizens State Bank of Park Ridge. It 
is common knowledge on La Salle Street in Chicago that a leading 
investment company is exploring the possibility of forming a holding 
company for the purpose of purchasing control] in outlying banks in 
the Chicago area. 

I have brought the preceding matters to your attention to try to 
show you the inroads the holding companies are making on the bank- 
ing business in Illinois. 
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I would like to add that Attorney General Castle’s opinion, which 
has already been introduced in the record, will substantiate the fact 
that these holding companies are evading the intent of the law of our 
State. 

The bank holding company came into being to circumvent existing 
laws as to banks and to secure, in substance, a branch-bank system that 
could ignore the prohibitions against branch banking and could pro- 
ceed across State lines to acquire subsidiaries where a branch-bank 
system was stopped at the border of the State. The acquisition of sub- 
sidiaries by holding companies is a competitive urge to other big 
bankers to find a way in es toexpand. These bankers do not want 
to evade the law and their alternative is to secure legislation that 
would permit branch banking. 

Therefore, the holding company is a diabolical instrument destruc- 
tive of our old system of banking, directly and indirectly, and the 
father of a movement that, if unchecked, may unduly concentrate the 
credit machinery of the country. 

The banks of Illinois are proud of their achievements, and these 
have been made possible by the independent banking system. ‘The 
needs of every community have been met and they have prospered 
through the cooperation of the banks, mainly through the knowledge 
the local banker has of the needs of the community in which his bank 
is located. We are a great agricultural State. Can you imagine an 
Illinois farmer waiting to have his credit passed upon by some man in 
the head office situated many, many miles away ? 

Placing control of our money in the hands of a few is a very 
dangerous procedure as I am sure you well know. We had one ex- 
perience in Illinois 2 years ago when control of three banks, the First 
State Bank of Elmwood Park, Devon-Northtown State Bank, and the 
West Irving State Bank of Chicago, was vested in the hands of a hold- 
ing company, the Bankers Discount Co. of Texas, which was using the 
assets of these banks to further its own benefits. The situation became 
very grave and if it were not for an alert auditor of public accounts 
with the cooperation of the FDIC, a substantial loss could have been 
imposed on the depositors of these banks. 

What is to stop the present holding companies or future holding 
companies from using the banks they control for the benefit of the 
parent company?’ These holding companies also control finance com- 
panies, small-loan companies, insurance companies and investment 
companies. What is to prevent the use of the banks they control as 
a market for their loans or their investments ¢ 

All of these ventures in which they are interested need money on 
which to operate. It seems to me that there is established a vicious 
circle of events which could mean only the destruction of our economy. 

I implore you to give every consideration toward the passage of 
this legislation because it would, for the people of Illinois, correct the 
errors that were made in the Peoria case and the Chicago ease and 
would prevent the further expansion of holding-company control such 
as we now have with the General Contract Corp., the Equity Corp. of 
New Pork, the Bankers Life and Casualty Co. of Chieago, and the 
newly talked of investment company, all of which are evading the law 
of our State through the holding company device. 

Illinois is not the only State in which these situations have been 
prominent as I know there are many, many other situations in other 





CONTROL AND REGULATION OF BANK HOLDING COMPANIES 203 


States that are similar and even more pronounced, but I am better 
acquainted with the Illinois situation than any other and have, 
therefore, used that as an example. 

One can easily see that this is an area of mergers, consolidations, and 
expansions of great corporations, A continuing concentration of eco- 
nomic power, if unchecked, will be detrimental in the extreme to the 
economy of the Nation. Mergers beget more mergers. The bank 
holding company is a handy tool for economic concentration; it has 
the potentiality of bringing about a nationwide chain of banks, con- 
trolled and directed by a distant home office. 

There are a number of holding companies that operate throughout 
an entire Federal Reserve district. There is a bank holding company 
that operates in three Federal Reserve districts. Why permit this evil 
to grow? If it does grow, it grows at the expense of the community 
bank and to the detriment and well-being of the people of our smaller 
communities. 

H. R. 2674, in its present form, is essential legislation, aimed and 
designed to protect the people of these United States. No one will 
suffer from its passage, but many will benefit, especially the small 
businesses. 

Gentlemen, I wish to thank you on behalf of the Independent 
Bankers Association, the Illinois Bankers Association and myself, as 
a smalltown banker, for the opportunity of appearing before your 
committee. 

The Cuatrman. There are no branch banks in Illinois at the pres- 
ent time ? 

Mr. Ryan. No, it is against the law of the State of Illinois. 

The Cuarrman. Assuch, that is? 

Mr. Ryan. That is right. 

The Cuairman. As I understand it, the attorney general has de- 
cided that a nonresident bank cannot establish branches in Illinois, 
and that they are prohibited from so doing by the constitution of Illi- 
nois, isn’t that true ? 

Mr. Ryan. That is correct. 

The CuHatrman. That decision was made many years ago? 

Mr. Ryan. That is right. 

The Cuarrman. And it has never been questioned in the courts and 
has stood as the law of Illinois ? 

Mr. Ryan. It has. 

The CuHatrman. When they saw that the laws of Illinois were 
against branch banking, they resorted to holding companies? 

Mr. Ryan. That is right. 

The Cuatrman. How many holding companies are there in Illinois? 

Mr. Ryan. Operating in Illinois, you mean ? 

The Cuatrman,. Yes. 

Mr. Ryan. I think there are three. 

The Cuamman. And if you don’t get relief under a bill such as 
this, the purpose that the people have had in view all this time, to pre- 
vent branch banking, will be done away with, and they will obtain the 
same purpose through the holding companies? 

Mr. Ryan. That is right, they are. given a privilege our own people 
do not have. 
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The Cuairman. Yes. We ought to see that you are protected. 

Mr. Ryan. I hope so. 

The Crratrman. Thank you very much for your statement. 

Mr. O’Hara. Mr. Chairman. 

The Cramman. Mr. O'Hara. 

Mr. O’Hara. It is not my desire to take the time of the committee, 
but I could not permit Mr. Ryan to depart without extending to him 
my thanks for his able presentation of the viewpoint of the bankers 
of Illinois represented by his association. 

Mr. Ryan, you were president of the Illinois Bankers Association ? 

Mr. Ryan. Yes, sir. 

Mr. O’Hara. In what year was that ? 

Mr. Ryan. 1951-52. 

Mr. O’Hara. How many banks are there in I)linois? 

Mr. Ryawn. I think around 860. 

Mr. O'Hara. You said that a group of bankers were preparing to 
have introduced a bill in the Legislature of [linois for branch bank- 
ing. What group is it? 

Mr. Ryan. A group of Chicago bankers. 

Mr. O’Hara. From the Loop or the outlying districts ? 

Mr. Ryan. From the Loop. 

Mr. O’Hara. Are all the Chicago bankers outside the Loop affiliated 
with the Illinois Bankers Association ? 

Mr. Ryan. That is correct. 

Mr. O'Hara. Are the Chicago advocates of branch banking in Tli- 
nois confined to the bankers in the Loop ? 

Mr. Ryan. Yes, I wouldn’t say all the bankers in the Loop are 
friends of it either. 

Mr. O'Hara. What is the argument advanced by those who favor 
branch banking in Chicago? 

Mr. Ryan. The argument that was presented at a committee meet- 
ing which I attended was the fact that they could not take care of 
the outlying districts of Chicago, the suburbs of Chicago, because of 
the growth in the city. 

Mr. O’Hara. That is, the department stores on State Street are put- 
ting their branches out in the suburbs and the Loop bankers want to 
do the same with their banks ? 

Mr. Ryan. That is right. 

Mr. O’Hara. What do you know about the Equity Corporation of 
New York? You say you hear that it controls the Pullman Trust & 
Savings Bank and the Standard State Bank. Is it a holding com- 
pany that is very highly regarded ¢ 

Mr. Ryan. Well it is a holding company. I don’t know as to how 
itisregarded. I imagine it is all right. 

Mr. O'Hara. I ask that because the Pullman is close to my district, 
and it has carried on some most effective work in public relations in 
advertising the services it is giving, and the high personnel of the 
directors and employees of the bank, who are all closely affiliated with 
the community. As T understand it, vou are criticizing the manage- 
ment of any particular bank that is now under the control of the 
Equity Corporation of New York? 

Mr. Ryan. No, I haven't criticized the management. 

Mr. O’Hara. You heard my question yesterday, I think, Mr. Ryan, of 
Governor Robertson, in which I asked him to make consistent his 
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approval of the requirement, when a bank is seeking a charter, that 
those who are petitioning shall be residents of good standing in the 
community, with his position that there was nothing objectionable to 
permitting the transfer of the bank to outsiders the day after the 
charter has been granted to the bank. You heard our colloquy 4 

Mr. Ryan. Yes. 

Mr. O’Hara. What is your idea ? 

Mr. Ryan. I can’t agree with that. I think if it is good one day it is 
good the next. 

Mr. O’Hara. That is, you think that at all times, for the good of 
the community, that those who control the bank should be actually 
residents of that community ¢ 

Mr. Ryan. Yes, 1 do. I think that is the only way you can benefit 
vour community and make it grow and prosper. 

Mr. O'Hara. I mentioned another matter which I do not think had 
reached the attention of the distinguished witness to whom I ad- 
dressed the question. 

Have you heard anything about the attempts of “gang money” or 
money of subversive sources to get into the banking business through 
holding companies / 

Mr. Ryan. No, I have heard of no attempt of gang money trying 
to get into the banking business. 

Mr. O'Hara. Could you see the possibility of that being done? 

Mr. Ryan. Yes, I can see the possibility of it. I am sure you are 
all aware of the fact that some of our subversive organizations strike 
at the weakest point in our economy in order to get control. Now 
if we go along and don’t pass such legislation as is before you now, 
to protect the inroads of these holding companies, especially from 
evading the laws of the States in which they are located, then I think 
you are going to weaken the structure of banking, and what is to pre- 
vent the control of banks getting into the hands of somebody who 
could use the money and credit of this country to destroy our economy. 

Mr. O’Hara. Then you would say, Mr. Ryan, that it is not fantastic 
to say that if there were subversive money seeking bank control for 
evil purposes the bank holding setup might prove 2 useful instrument 
unless, at this time the law is strengthened to permit the possibility of 
a situation arising which happily has not so far developed ? 

Mr. Ryan. I think you are very correct. 

Mr. O’Hara. Would a vote for some legislation along the proposed 
lines, therefore, be justified on the grounds of national security / 

Mr. Ryan. I would say “Yes, by all means.” 

Mr. O’Hara. Thank you so much, Mr. Ryan. 

The Crarmman. If there are no further questions, Mr. Ryan, you 
may stand aside. 

Thank you very much. 

Mr. McDonoven. Mr. Chairman. 

The Cuarrman. Mr. McDonough. 

Mr. McDonoveu. Since you have a law in the State of Illinois 
against branch banking, has there been any attempt to pass a law in 
the State of Illinois : against holding companies operating in the State? 

Mr. Ryan. No, there hasn’t been up to the present time, sir. If this 
bill were passed and becomes law through Congressional action, then 
there is no need of the State of Illinois passing one. 
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If they wish to pass a bill in the State of Illinois, there is nothing to 
prevent them from doing so in this bill. 

Mr. McDonovucu. Well, if there is such objection to it as you state 
in your testimony why isn’t there some action on the part of the 
bankers to have that legislation passed in the State? 

Mr. Ryan. Well, it has been discussed, sir, and it is quite a compli- 
cated bill which would have to be prepared in order to make it stick, 
in order to make it constitutional. 

Mr. McDonovuen. Well, as I understand your testimony, just the 
reverse is true. The law says that no branch banks can operate in 
Illinois. And there is a proposed bill before the State legislature to 
permit branch banking? 

Mr. Ryan. No, they haven’t presented it yet. 

Mr. McDonovuen. But consideration has been given to that kind of 
legislation ? 

Mr. Ryan. It was in preparation but it was never presented to the 
State legislature. 

Mrs. GrirFirHs. Mr. Chairman. 

The Cuatrman. Mrs. Griffiths. 

Mrs. Grirrirus. If the amendment were put on here that Governor 
Robertson suggested, the amendments, that would leave each State 
free to operate holding companies unless there were aflirmative action, 
in the first place, and that would not require State approval of a hold- 
ing company in the second place, if those amendments were added, 
Illinois would go right on with its holding companies, wouldn’t it? 

Mr. Ryan. Yes, ma’am. 

Mrs. Grirrirus. So that the Governor was actually suggesting that 
Illinois be left free to operate as it is now operating without any 
restriction ? 

Mr. Ryan. That is right. 

The Cuarrman. If there are no further questions, Mr. Ryan, you 
may stand aside. Thank you very much. 

The committee will adjourn to meet tomorrow morning at 10:30. 

(Whereupon, at 4: 20 p. m., the committee adjourned until Wednes- 
day, March 2, at 10:30 a. m.) 
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WEDNESDAY, MARCH 2, 1955 


Houser or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C., 

The committee met at 10:30 a. m., Hon. Brent Spence, chairman, 
presiding. 

Present: Representative Spence, chairman, and Representatives 
Brown, Psatman, Barrett, O’Hara, Mrs. Buchanan, Mrs. Sullivan, 
Fountain, Mrs. Griffiths, Ashley, Wolcott, Talle, Kilburn, McDonough, 
Betts, Munima, McVey, Hiestand, Nicholson, and Bass. 

The Cuarrman. The committee will be in order. We will resume 
the hearings on H. R. 2674, and we will hear first this morning Mr. 
Emmert Brumbaugh, who was once a distinguished member of this 
committee. I am sure all who served with him are glad to see him 
return before the committee. 

Mr. Brumpaven. Thank you. 

The CHarrMan. You may proceed. 


STATEMENT OF D. EMMERT BRUMBAUGH, CLAYSBURG, PA. 


Mr. BrumpaveH. My name is D. Emmert Brumbaugh, of Clays- 
burg, Pa., and I am past president of the Independent Bankers As- 
sociation of America. I am also president of the First National Bank, 
Claysburg, Pa.; a former secretary of banking of the Commonwealth 
of Pennsylvania, and I am a former Member of Congress from the 
Keystone State, during which time I served as a member of the House 
Banking and Currency Committee. 

Mr. Chairman, as a former member of this committee I know some 
of you as former colleagues of mine in the House of Representatives, 
and I appreciate this opportunity to appear before you in the role of 
past president of the Independent Bankers Association in support of 
H. R. 2674. 

Let me preface my remarks by stating that in my opinion all bank 
holding companies are not to be condemned. Nor am I in favor of 
pronouncing the death sentence on the bank holding system. I do 
insist, however, that bank holding companies be required to operate 
under clearly defined laws in the same manner as is required of all 
commercial banks. 

Surely there is no lack of logic in the request that bank holding com- 
panies be prevented by effective laws from doing what a bank cannot 
do under Federal and State banking laws. This is simply applying 
the good old-fashioned American rule of fair play. 
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It is common knowledge that through extensive hearings in 1930, 
Congress took notice of the monopolistic tendencies of bank-holding 
companies that sprung up in mushroom fashion in the late 1920's, 
and like their counterparts in other phases of our business life, such 
as speculations in securities and public utilities, it was felt that if un- 
regulated they could prove a real menace to the American concept of 
free enterprise. 

As a result, Congress made an attempt to regulate bank-holding 
companies in the Banking Act of 1933, but failed to do so etfectively. 

As evidence of the utter failure of Congress to adequately curb the 
unrestricted power of bank-holding companies, President Roosevelt in 
stressing the dangers inherent in such uncurbed powers of large bank- 
holding companies, recommended in 1938 in a special message to Con- 
gress—Senate Document No. 173, 75th Congress, 3d session—that: 

Congress enact at this session legislation that will effectively contro! the opera- 
tion of bank-holding companies; prevent holding companies from acquiring coi- 
trol of any more banks, directiy or indirectly ; prevent banks controiled by hold- 
ing companies from establishing any more branches: and make it illegal for a 
holding company, or any corporation or enterprise in which it is financially 
interested, to borrow from or sell securities to a bank in which it holds stock. 

Since the Presidential message of 1938 there have been repeated 
appeals for remedial legislation. These appeals have come froi the 
Comptroller of the Currency, the Federal Reserve Board, the Federal 
Deposit Insurance Corp., the American Bankers Association, the two 
Independent Bankers Associations, the National Association of Super- 
visors of State Banks, and a large number of State bankers associu- 
tions. 

While there have been some suggested changes in the various bills 
proposed during the past several years, the general appeal for correc- 
tive legislation is based on the urgent need to enact legislation that 
will curb the unrestricted ability of a bank-holding company to expand 
its banking operations by acquiring additional banking offices in de- 
fiance of national and State banking laws. This results in lessening 
competition im an area by concentrating commercial banking under 
the control of a single corporation. Another factor that has caused 
repeated urgings that bank-holding companies be regulated by Federal 
law arises from the fact that bank-holding companies can cross State 
lines and operate in defiance of State banking laws. 

In addition, there are no restrictions to prevent bank-holding com- 
panies from conducting various type of enterprises not related to the 
business of banking, a prohibition that is rigidly enforced against com- 
mercial banks. 

The ability of bank-holding companies to evade State branch bank- 
ing laws is so well known that it seems useless and repetitiovs 
to stress that fact, if it were not for the frenzied effort being made 
by bank-holding companies to try and distinguish between the branch 
banking system and bank-holding groups. It is an insult to anyone's 
intelligence to be asked to believe that there is a marked difference. 
The truth is that through the corporate device bank-holding conm- 
panies are used to circumvent State branch banking laws because like 
branch banking they operate a number of banking units under one 
control and management. 

Bank-holding ¢« a will continue their evasion of State branch 
banking laws until Congress acts to protect the States and their com- 
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mercial banks by curbing such unbridled defiance as occurs when a 
bank-holding company comes into a State and without any effective 
restrictions is permitted to acquire banking houses in that State, and 
in substance, and for all purposes, operate them as branches of the 
parent organization. 

In an article appearing in the May 22, 1954, issue of Business Week, 
in discussing the current operation of bank-holding companies, or 
group banking in the Ninth Federal Reserve District, it is stated, in 
part: 

Between them, Northwest Bancorporation (Banco), and First Bank Stock 
Corp. control 12 percent of the district’s banks. These are the biggest’ banks. 
They hold 44 percent of the district’s deposits. 

Today, Banco, according to Business Week, has 71 banks and 22 
branches in the Ninth Federal Reserve District, and in addition has 4 
banks in Iowa and 5 banks in Nebraska; while First Bank Corp. has 
75 banks and 6 branches. 

In commenting on how Banco and First Bank Stock Corp. were 
organized Business Week says : 

Minneapolis and St. Paul banks set up the group banking system to bring 
strength and skilled management to country banks * * * the solution they 
decided lay in extending the Twin Cities’ ownership and control of banks in 
outlying districts. 

Branch banking was prohibited by State laws so group banking (or holding- 
company banking) was chosen as the means of control. 

Organized in 1929 as a bank holding company Banco by the end of the year 
acquired 90 banks. 

In discussing the weeding out process later followed, Business Week 
stated that— 
by the end of 1931 Banco had 127 members which dipped in 1933 to 123 banks 
and 3 branches; at the end of 1931 First Bank had 105 members which dropped 
in 1938 to 96 banks— 
by 1940 First Bank had reduced its group to 73 banks and 8 branches; 
Banco was down to 83 banks and 21 branches. 

Business Week, in comparing the two bank holding companies, 
Says: 

Without their affiliates the two holding companies look pretty much alike— 
Banco has assets of $94.2 million, of which $85.1 million represents capital 
stock of affiliates. (Banco owns more than 95 per cent of the aggregate capital 
stock) ; First Bank has assets of 90.9 million dollars, of which 86.1 million 
dollars is in stocks of affiliates (it owns 96.5 percent of aggregate capital stock). 

Business Week reports that: 

In 1953 Banco had gross income of $3.6 million, a net of $3.2 million; First 


Bank grossed $4.1 million, netted $3.7 million. Practically all these earnings 
were from dividends paid by affiliates. 


Commenting further, Business Week states: 


In both bank groups each local bank is governed by its own directors and 
officers who are generally local business men. Of course— 


says Business Week— 
with their 95 percent and 96.5 percent ownership of a bank’s stock the holding 


companies can readily substitute directors if matters seem to be getting out of 
hand. 


It has frequently been stated in testimony given at hearings on bank 
holding legislation before the Senate and House Banking and Cur- 
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rency Committees that a bank holding company need not own much 
stock to wield effective control and management of its affiliates and 
that fact is well known to any banker or businessman. The sorrowful 
fact is that acquisition of the stock or assets of a bank in a much lesser 
degree than the percentage owned by Banco and First National have 
enabled bank holding companies by remote control to administer the 
affairs of its affiliates without any difficulty. 

In business circles it is a known and established fact that control 
of a corporation is often possible by ownership of less than a majority 
of the shares of the corporation. For instance, the Rockefeller family 
claimed they controlled Chase National Bank, New York City, with 
only 10 percent ownership. 

The woeful inadequacy of the existing law with respect to regulat- 
ing bank holding companies was plainly presented to the banking 
world in 1953 when the Bankers Discount Corp., of Dallas, Tex., 
which operated a chain of small-loan companies in Texas, Tennessee, 
Arizona, and California, purchased the controlling interest in three 
banks in the Chicago area which later were forced to close tem- 
porarily. The almost unbelievable stor y was told to the Senate Bank- 
ing and Currency Committee on June 12, 1953, by H. Earl Cook, 
Chairman of the Board of Directors of the Federal Deposit Insurance 
Corporation, with the = of Mr. J. H. Russell, counsel of the FDIC, 
during the hearings on S. 76 and S. 1118, bills to provide for the con- 
trol and regulation of bank holding companies. The testimony of 
Chairman Cook and Mr. Russell appears on pages 103-113, ine lusive, 
part 1, of the hearings, and if you have not read it you should do so. 

Briefly it was stated that the Bankers Discount Corp., of Dallas, 


Tex., with a starting capital of $6,500, was incorporated in 1946. 
According to the testimony— 


the person most interested in Bankers Discount Corp. was a man by the name 
of E. Ross Kennedy, of Memphis, Tenn., who formed it after he had gone through 
bankruptcy. 


The testimony added: 


Kennedy issued debentures principally in the State of Texas and expanded 
his operations in that form, and over a period of time, expanded his office to 
the point where he had 28 offices in Texas alone. His two main offices were in 
Memphis where the great bulk of the paper was held, but he operated extensively 
in Texas under several names to comply with laws of the various States. 


In addition to the three banks in the Chicago area— 


the Bankers Discount Corp. made an offer to purchase bank stock in Whiting, 
Ind., and had made the initial payment on that stock but were unable to fulfill 
the agreement for lack of any more money. 

After acquiring the stock of 2 of the 3 Illinois banks the Bankers Discount 
Corp. negotiated 2 unsecured loans from the 2 banks, 1 for $50,000 and the 
other for $85,000. 


In addition, one bank agreed to— 


purchase notes from Bankers Discount Corp. without recourse for the full value 
of such notes less a 2-percent discount to be held in a reserve account. Up to 
April 1 the bank purchased $925,000 of such notes. 


In the case of the other bank— 


a similar agreement was entered into about March 23 and between that date 
and April 3 the bank acquired $2,180,000 of personal notes previously held by 
the Bankers Discount Corp. 
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On March 31 the auditor of public accounts for the State of Illinois notified 
the FDIC it was his intention on April 2 to take over the two banks for examina- 
tion. Subsequently an extension of time was granted to permit them to endeavor 
to have the Bankers Discount obligations removed. 

This measure failing, the auditor on the morning of April 11 took 
over all 3 of the banks because the third bank had agreed to purchase 
$800,000 of Bankers Discount Corp. notes and in addition had granted 
the Bankers Discount Corp. a $65,000 unsecured loan, making a total 
of 3 unsecured loans. 

To make a long story short, the third bank was allowed to open on 
April 20 without financial assistance when the $65,000 loan was refi- 
nanced by Bankers Discount Corp. and the sale of the $800,000 in 
notes was canceled. 

Through the extension of approximately $4,820,000 by the FDIC 
the first bank was reorganized and opened on May 26. ‘Two days 
later the second bank reopened without financial aid from FDIC after 
disposing of the Bankers Discount Corp. notes held by it. This bank 
situation in Illinois is a classic example of the lack of regulations 
governing the operations of bank holding companies, and especially 
ina State that prohibits branch banking. 

As long as there is no effective law regulating bank holding com- 
panies the situation in the Chicago area can occur again and again in 
any of the 48 States. 

A holding company that can borrow funds from its affiliates by un- 
secured notes or on any terms and in turn dump its notes on them as 
was done in the Chicago area case can extend its warped concept of 
ethical banking practices in dealing with its affiliates in nonbanking 
enterprises to the detriment of business in general. Therefore, bank 
holding companies should be compelled by law to divest themselves 
of ownership of shares of stock and similar equity interests in non- 
banking enterprises. 

I find it hard to understand why there should be years of delay in 
securing enactment of a reasonable law regulating bank-holding com- 
panies and prohibiting them from doing what commercial banks 
under Federal and State laws are forbidden to do. 

I repeat, I am not in favor of sounding the death knell to bank hold- 
ing companies, but they should be made to obey the banking laws in 
their entirety. 

Every American businessman can instantly see the dire evils that 
exist in allowing bank-holding companies to not only engage in bank- 
ing activities with ineffective restrictions, but at the same time to 
permit them to control various other types of enterprises wholly un- 
related to the business of banking. 

Such unrestrained activities are not only against the public welfare, 
but they feed the fires of monopoly and are alien to the American 
tradition of free competition which is the cornerstone of the Ameri- 
can system of free enterprise. 

After all, when monopolistic concentrations of power are allowed 
to exist in the financial world, the spirit of free competition that made 
America great is doomed, and with it the Republic itself. 

That there is an urgent need for effective laws to curb the unre- 
stricted activities of bank holding companies cannot be denied. 

Marriner S. Eccles, former chairman of the Federal Reserve Board, 
told the Senate Banking and Currency Committee at hearings held 
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during the Ist session of the 80th Congress, in speaking of the lack of 
legal restrictions governing the establishment of branches by bank- 
holding companies, that : 

It is in this area that one of the greatest potential evils of bank holding com- 
pany operations exists. That evil, which permits a holding company without 
legal hindrance to dominate major portions of the banking facilities of particu- 
lar sections, is one which strikes at the heart of our traditional system of com- 
petitive banking. Such power can be used to acquire independent banks by 
measures which ieave the local management and minority stockholders little 
with which to defend themselves except their own strenuous protests. 

In 1950 Mr. Thomas B. McCabe, at that time chairman of the 
Federal Reserve Board, said : 

The potential evil of unlimited expansion by bank-holding companies is a very 
serious one. The holding-company device is a readily available instrument for 
acquiring as many banks as a holding-company management has or can raise 
the funds to purchase. In some instances the acquisition may occur simply 
as a result of an exchange of stock of the holding company for that of a bank. 

As each new bank is thus added to those already a part of the holding-company 
system, such bank automatically becomes in effect, though not in name, a branch 
of that banking system. Gradually or precipitately, as the case may be, the 
holding company may obtain and control a greater and greater percentage of 
the banking offices in a particular area. 

It may become the dominant banking influence in such an area. Indeed, it 
may even be possible in this manner for the holding company to extend its 
banking powers to monopolistic proportions. 

In the 1945 report of the Federal Deposit Insurance Corporation 
monopoly in bankine was deplored in the following lenguage : 

Monopoly in the banking business must be carefully guarded against. Only 
under competitive conditions will be banking system satisfactorily discharge its 
functions of allocating credit to those who can make the most efficient use of it. 

Mr. Chairman, as an independent banker and a past president of 
the Independent Bankers Association of America, I wish to commend 
you and the members of this committee for your prompt action in 
scheduling hearings on H. R. 2674. 

The independent bankers of the Nation are wholehearted in their 
support of this legislation and we are hopeful that the 84th Congress 
will approve it. For 12 years legislation designed to curb the evils of 
bank holding companies has been before the Senate and House of 
Representatives, but it has never reached final consideration. We are 
hopeful that further delays will be eliminated and that since H. R. 
2674 is urgently needed as a safeguard to preserving the dual banking 
system and guaranteeing free competition in the field of banking, it 
will be enacted into law this year. 

Thank you for the opportunity to present my views in support of 
H. R. 2674 and for your kind attention. 

The Cuamman. Are there questions by members of the committee / 

Mr. Mumma. I would like to ask a question. 

The Cuarrman. Mr. Mumma. 

Mr. Mumma. Mr. Brumbaugh, not defending one side or the other, 
shouldn't the background of the man who worked this all out be the 
subject of investigation by an ordinary banker? 

Mr. Brumpaveu. You mean the individual who forms a holding 
company ¢ 

Mr. Muna. This man Kennedy’s background, when he came in to 
the picture with a small bank at Whiting, shouldn’t that have been a 
matter of investigation by your Claysburg bank ? 
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Mr. Brumpaven. I think you are absolutely correct. I think it 
should have been, but there are no laws that control an organization 
of that type, or prevent them from buying control of a bank. 

Mr. Mumma. Lagree with you. 

Mr. Brempaven. That is why we favor enactment of a law that 
will prevent similar action in the future. 

Mr. Mumma. What has he done with the original directors in this 
bank in Whiting, and.the other two? Do you know? Did he sub- 
stitute his own men who would just O. K. this kind of a transaction ? 

Mr. Brumpauen. That was the intention, but whether he got far 
enough to do that, I am not in a position to tell you. But it was the 
intention, to take complete control of the banks and operate them for 
their own perscnal interests, through the holding company, in order 
that they might be able to dump their paper on those particular banks. 

Mr. Mumma. Not having any direct experience in banking, it seems 
to me that anybody that would dump all those notes on one small bank 
would be the subject of an investigation by the finance committee of 
the bank. It seems they were derelict in their duties or the man 
would never have been able to do this. 

Mr. Brumpaucn. You understand that when outside interests take 
over control of your bank, even though you are an officer you are almost 
subject to their desires. 

Mr. Muwna. That was my question: Did they substitute their men 
for the original directors in the bank ? 

Mr. Brumepaven. They didn’t have time to do that because the 
bankers, themselves, notified the banking department of what was 
voing on. That is why the banking department took over the banks. 

Mr. Mumma. But there was certainly some warning. I don’t know. 
It seems to me that those men were not on the job themselves. 

Mr. Brumpauen. Even if they were they could not have controlled 


Mr. Mumma. You know a Pennsylvania Dutchman wouldn’t ordi- 
narily get into a deal like that. He would get suspicious. 

Mr. Beumpaven. You understand there is nothing to prevent an in- 
dividual from buying control of your bank. There are no laws today 
to prevent it, regardless of his character, or his business situation. 

Mr. Muwma. I understand that. Over how long a period of time 
was this situation ? 

Mr. Breumpaven. IT would judge about 2 months. 

Mr. MumMa. They really moved fast, didn’t they / 

*. Brumpaveu. They moved very fast. 

* Munna. Is it customary in a bank to take paper like that with- 
out recourse? Or is that what they set up the 2 percent discount for, 
as bait ? 

Mr. Brumpaven. It is not customary in a well-managed bank to take 
over paper from another State unless it is investigated, but through 
this device of a holding company, when they took control of the bank 
they could do just about as they pleased within the bank. 

Mr. Mumma. I appreciate what you say, but I cannot comprehend 
what type of directors there were in this bank who would allow that 
to be done. 

Mr. Brumpavern. Well, being in a bank myself, if an outside inter- 

est came in and bought the majority of the stock I would almost. be 
compelled to do what ‘they would ask us to do. 
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Mr. Mumm. Of course it happened quickly. I think last year in 
our committee it was discussed. It used to be Mr. Hays’ favorite 
subject of how people from out of town came in and bought a bank, 
and the first thing local people couldn’t get any credit. But it was 
then mentioned that it was a bank examiner’s duty, when he examines 
a bank, to look over the list of stockholders for any change that would 
indicate some movement that might be detrimental to the community. 

I know that that could be done more easily in a small bank than in 
a big one. 

Mr. Brumpsaven. There is no law to force them to sell their stock. 

Mr. Mumma. I don’t make any point except to say that this must 
be a very exceptional case due to the fact that these men were not 
on the job. 

Mr. Brumpauen. The particular reason for urging the approval of 
Ii. R. 2674 is to take care of that kind of a situation in the future. 

Mr. Mumma. I am not disagreeing with you, but it just seems like 
another one of those Ponzi things that develops every once in a while. 

Mr. BrumpauenH. That is what we are trying to prevent by this leg- 
islation. 

Mr. Mumma. I agree with you. Thank you. 

The Cuatrrman. Mr. Brumbaugh, do you think the definition of a 
holding company in the bill, of a corporation that owns at least 25 
percent of the voting shares of two or more banks, is a proper defi- 
nition ? 

Mr. Brumpavuen. There has been a great deal of difference of opin- 
ion on that question. I think that a holding company would not nec- 
essarily need to have even 25 percent of the stock to control it. 

The Cuairman. By what other devices can they get control except 
by owing the shares? 

Mr. Brumpaven. I don’t know of any other device, although there 
is a possibility of other means of indirect control. 

The CuarrMan. Well, it is provided in the bill, that by agreements 
with others if they get control of two or more banks they should still 
be subject to the provisions of the act. Isn’t that possible, that by 
agreements entered into by the holding companies that they might 
get control of banks other than by control of the voting shares? 

Mr. Brumpauenu. They can by an agreement with the directors. 

The CHarrMan. Yes, sir. 

Mr. BrumpaucGu. That is correct. 

The CHamman. Are there any other questions? 

Mr. Parman. I would like to ask a question. 

The Cuairman. Mr. Patman. 

Mr. Parman. Mr. Brumbaugh, I am glad to see you back. We well 
remember our pleasant association with you when you were a member 
of this committee. 

Mr. Brumpauen. Thank you, Mr. Patman. 

Mr. Parman. Weare glad to have you back as a witness. 

Mr. Brumeaucu. Thank you. 

Mr. Parman. I notice your statement has some very interesting 
information, which I am very glad to receive. 

A great deal has been said about the percentage of the banking 
business that is being done by a very few banks, and by holding com- 
panies and chains-—chain banking and branch banking. I just won- 
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der what percentage of the actual banking business is still in the hands 
of locally owned banks, as originally intended and as or iginally char- 
tered ? 

Would you have any figures along that line, Mr. Brumbaugh ? 

Mr. Brumpaven. I don’t think as I have any figures on the sub- 
ject. I believe Mr. Harding perhaps could answer that question. 

Can you answer that question, Mr. Harding? 

Mr. Parman. If you will, Mr. Harding, just come up alongside 
Mr. Brumbaugh. 

In other words, the statement that was gotten out, including the 
your 1950, was that there were 195 insured banks out of a total of 

13,370 banks, representing 114 percent of these banks, having 54.4 
percent of the total asset of all the banks. 

Now, Mr. Celler of New York, chairman of the Committee on the 
Judiciary, in 1952 had a hearing on bank mergers and concentration 
of banking facilities, and on page 31 of his report I notice that 25 of 
the largest banks—just 25, not 195—had 34.48 percent of the loan 
and discount business of all the banks in the United States. 

That, of course, clearly shows concentration in the field of banking. 

In addition to the information that I have just presented, from 
those two documents, Mr. Harding and Mr. Bryan have presented 
testimony about the amount of business that is being done by the bank 
holding companies, and we know that they are chain banks and branch 
banks. 

What I want to know is what percentage of the business remains in 
the hands of the independent unit banks, we will call them, as orig- 
inally intended for the banking business? Could you give us some- 
thing on that, Mr. Harding? 

Mr. Harpinag. Mr. Patman, we have made some compilations of 
figures along that line, but we havn’t brought those with us because 
we thought these hearings would be confined to one aspect of the prob- 
lem, and that is the holding company problem. 

Mr. Patrman. I know, but that is just one end of it. 

Mr. Harpine. We believed the merger problem would be discussed 
later on. 

Mr. Patrman. This is not necessarily the merger problem. This is 
directly connected with this bill. 

In other words, a bill to stop holding companies. 

Mr. Harprne. But at that time the concentration of banking power 
in a few banks, whether independent—and by independent I mean, 
let us say. a large New York bank that is not owned by a holding com- 
pany, tr uly could be called an independent bank— or ‘by branch  bank- 
ing systems, and when you get into branch banking systems you run 
from the small bank that may have one neighborhood branch into 
statewide branch banking systems such as we have in some of the 
Western States—but the figures that we have brought along with us, 
and which have been presented here, have dealt with the concentration 
of assets and banking power in that one quarter, and that is through 
the holding companies that do control such a large percentage of the 
banking assets in certain States. 

So I am unable to give you any guess as to the portion of the na- 
tion’s assets that might be held by unit banks, or banks under one roof, 
let us say. 

59571—55 15 
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Mr. Brumpauen. Mr. Patman, I think I can give you the 1952 fig- 
ures as to the percentage of deposits that the holding companies had 
in each of the individual States in which they operated. 

Mr. Parman. That would be interesting. 

Mr. Brumpauen. Was that presented yesterday ? 

Mr. Parman. Yes, sir; I think it was. Do you happen to know 
offhand what the percentage is? 

Mr. Brumpaucu. The overall percentage ? 

Mr. Parman. Yes. 

Mr. Brumpauen. I don’t know the overall percentage. I have the 
percentage in each State. 

Mr. Parman. I notice that you quoted Mr. Roosevelt’s message to 
Congress on the bank holding company situation, which you quoted. 
It is strange, to me, that for 17 years after that message nothing has 
been done, and I wonder, has the American Bankers Association been 
active in trying to get something done on this? 

Mr. BrumpaueH. They have been working along the same lines 
that we have to secure approval of legislation to control bank holding 
companies. I understand that the chairman of the legislative com- 
mittee of the ABA will testify here next Monday. In fact, I am on 
the legislative committee of the ABA, and they are equally as much 
interested in this problem as we are. 

Mr. Parman. It is certainly discouraging to think, and it is not a 
compliment to our parliamentary or legislative processes, in a democ- 
racy, for such an evil as this to exist over such a long period of time 
when it is so well known and recognized, and to have nothing done 
about it. In fact, I don’t suppose there has been over one hearing, 
hasthere? I believe we had a hearing in the Senate. 

Mr. Brumpaven. I testified in the Senate 3 times on this subject, 
in 3 different Congresses. 

Mr. Patman. And we have had hearings here. 

Mr. Brumpaveu. I believe once. 

Mr. Parman. But we never seem to get around to it. I certainly 
hope we get around to it this time. I think we ought to pass it. 

The CuHarrMan. I join in that hope. 

Mr. Parman. This Bankers Discount Corp. of Dallas, that was a 
case where they had local offices in Texas, principally in the Dallas 
area, in which they financed automobile paper, principally, was it 
not Mr. Brumbaugh? 

Mr. BrumpavueH. Principally, that is correct. 

Mr. Parman. And they commenced to acquire these banks as a place 
to place their automobile paper, which they were acquiring through 
their small offices in Texas? 

Mr. Brumravuen. That is right. They needed an outlet for their 
automobile paper, and they purchased the banks in order to place such 
paper in those particular banks which they controlled. 

Mr. Parman. The effect of that was that they could take the great 
privileges given to any one of those banks originally, intended to help 
the local people in the local communities in which they were situated, 
and they could use those privileges for themselves, in carrying on their 
unrelated business; is that correct ? 

Mr. Brumpavueu. That is correct. 

Mr. Parman. And that is what they proposed to do? 
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Mr. Brumpaven. That is exactly right. 

Mr. Parman. That was harmful to the public interest in the area 
served by those particular banks, wasn’t it ? 

Mr. Brumsaueu. I am of the opinion that if it hadn’t been checked 
as soon as it was that possibly all three of those banks would have be- 
come victims of that organization. However, it was fortunate that 
it was discovered as soon as it was. 

Mr. Parman. Is it likewise true, Mr. Brumbaugh, that banks gen- 
erally over the country have gone too much into outside paper, includ- 
ing Government oe and riskless securities, and do not seem to be 
too much concerned about home paper, and home loans? Have you 
noticed a tendency in that direction ? 

Mr. Brumpaven. From my experience and observations, I cannot 
agree with that statement. In our own position—of course I repre- 
sent a small bank—we take all the good local paper we can get, because 
it is the most profitable investment we can make, and I think that the 
same policy is followed by most of the banks. 

I am sure that banks have a greater tendency to go into the con- 
sumers’ credit field, and I believe that is not only profitable to the 
hank but beneficial to the people of the community because banks 
usually finance purchases and sales of automobiles, as well as con- 
sumer goods, on a smaller percentage rate. 

Mr. Parman. Didn’t the banks wait a long time to recognize the 
value to their business of consumer credit, that consumer credit com- 
panies have been formed which took over a large part of that business, 
which the banks have not until this day gotten back ? 

Mr. Brumpaveu. I think you are absolutely correct. I think the 
banks have been alerted to the fact that consumer credit is part of 
their business, and now they are trying to get as much of it as they can, 
in sound consumer loans. 

Mr. Parman. For instance, in automobile paper, in most places banks 
were 20 years late waking up to it, weren’t they 4 

Mr. Brumpaven. That is correct. 

Mr. Kitpurn. Will you yield? 

Mr. Parman. I yield. 

Mr. Kusurn. Isn’t it true that almost every bank tries to make all 
the loans it possibly can to its local people, and about the only restric- 
tions are those of supervisory authorities who tell them that they have 
to have a certain amount in Government bonds? 

Mr. Brumpaven. I don’t know whether they tell you you have to 
have a certain amount in Government securities. I don’t believe -that 
is quite correct. I think they like to see a bank have about one-third 
of its investments in local loans, and the balance in either Govern- 
ment securities or municipal or corporate securities. 

However, the Comptroller of the Currency, with whom I deal, has 
been very fair with respect to making all the local loans that are 
necessary to make at the present time. 

Mr. Kirgorn. Isn’t it true that if a bank gets too many loans then 
the supervisory authorities say “You are getting too high a percentage 
in loans, and you should keep your money liquid in Government 
bonds” ? 

Mr. Brumpavanu. That is correct. 

Mr. Brown. Do you make much profit in Government bonds? 
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Mr. Brumravenu. Well, I would say that the assets that you want to 
keep absolutely liquid should be invested in Government bonds for 
the simple reason there is always a market for them, and if you have 
a falling off in deposits you can dispose of them and turn them into 
cash. Furthermore, they are profitable. It used to be that we had 
no secondary investment policy, because Government bonds were not. 
available in any great extent. 

Mr. McDonoven. Mr. Chairman. 

Mr. Parman. Iam not through, but I will yield. 

Mr. McDonoven. Mr. Brumbaugh, does the State of Pennsylvania 
permit the operation of holding companies ? 

Mr. Brumeaven. The State of Pennsylvania permits the operation 
of holding companies. However, we have no holding companies in 
Pennsylvania at the present time. We had at one time what was 
known as the Mellon Bank Corp. which was used by the Mellons to 
take over banks and operate those in which they had large investments. 
Later on the Mellons took them all over and made branches of these 
banks. 

Mr. McDonovucu. Do you think if this bill were written so that the 
States would have control of the operation of holding companies, that 
that would solve or help to solve the problem ? 

Mr. Brumpavenu. I think it would help solve the problem. This 
bill H. R. 2674, however, is very broad and would not interfere very 
much with holding companies operating within the State in which 
their main office is located. 

Mr. McDonovcu. When the Mellon interests did operate as a hold- 
ing company in the State of Pennsylvania were you in the banking 
business ¢ 

Mr. Brumpaven. Yes, sir. 

Mr. McDonovucu. Was their operation in the State detrimental to 
the possibility of obtaining credit or obtaining loans, in local areas? 
Did it do any harm to the economy as a whole? 

Mr. Brumpavucu. Do you mean while the Mellon Bank Corp. was 
operating ? 

Mr. McDonoveu. Yes. 

Mr. Brumpauen. I don’t know because the Mellon family con- 
trolled these banks individually prior to the time they formed the bank 
corporation, and they used that method to control the bank as a cor- 
respondent, to keep their money on deposit with them in the main 
institution, 

I have no knowledge of anyone being denied loans because the Mel- 
lon Bank Corp. owned and controlled those banks at that time. 

Mr. McDonovcnu. Except for the instance you cited in Dallas, 
where there was evidently some dishonesty in the operation, do you 
know of any instance where holding companies operating in gone 
States were detrimental to the best interests of the people in the are 
in which they operated ? 

Mr. Brumpaucu. There have been some complaints filed with re- 
gard to the fact that when they have become so large they virtually 
eliminate competition, and set up their own services and charges, and 
there is very little that the public itself can say or do about it. 

Mr. McDonoveu. Do you mean that they eliminate competition for 
the small banks, and there isn’t the intimacy that exists between a small 
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bank and a holding company which controls a branch bank in an area, 
intimacy between the borrower and the lender, that is? 

Mr. Brumpaveu. That is right. For example a local bank that is 
owned by the people living within a community is naturally inter- 
ested in building up the community. 

Absentee ownership very often works solely in the interest of the 
main office of the holding company. 

Mr. McDonoveu. That is for the loaning of money for the trans- 
actions of the usual business of the community ¢ 

Mr. Brumpaven. That is correct. 

Mr. McDonoveu. If, for instance, something should occur in that 
community that would require more financial help than the local bank 
can give, where do they go to get the money ? 

Mr. Brumpaucu. Now we have the Federal Reserve bank where we 
are permitted to rediscount, and I think that that is the greatest source 
of assistance. 

In the past, when economic difficulties were encountered, the result 
was that if a bank had branches, rather than supply credit in the 
smaller communities it was usually drawn into the main office, and 
the result was that those communities would suffer much more than 
if they had their local banking institutions. 

Mr. McDonovcnu. What I am telling about is a large operation that 
requires more capital than the local bank would have to finance it, and 
say the local conmunity is interested in this development. It may bea 
steel mill, or a manufacturing plant of some kind. They would have 
to go to the large banking interest to get the money, wouldn’t they ? 

Mr. Brumpavcu. We solve that very nicely through our correspond- 
ing bank system, which enables participation in such loans. 

Mr. McDonoveu. Then they become a correspondent of the larger 
bank interest, and they are the agency for the large bank ¢ 

Mr. Brumpaven. The arrangement is that each small bank has 
what is called a corresponding bank, where it keeps its excess balances. 
These corresponding banks are always willing to assist in good sound 
loans, and participate in them in cases where the amount is too large 
for the local bank. 

Mr. McDonoveu. Doesn't that acting as a correspondent of a larger 
interest encourage branch banking? 

Mr. Brumpaven. No, sir. They have absolutely no control over 
the local institution. 

Mr. McDonoueu. Except the small bank is under the control of 
the financing policy of the parent company if they become a corre- 
spondent. 

Mr. Brumpavuen. No, sir; they are under no control whatsoever. 

Mr. McDonoveu. They are under the control to the point where if 
the financial interest says they are loaning several millions of dollars, 
and the policy of the loan is thus and so, the corresponding bank has to 
follow that policy ? 

Mr. Brumpaven. No, sir, that is not correct. For instance, if the 
corresponding bank participates in the loan, and if the local bank can 
only loan $25,000 and the corresponding bank puts in $575,000, to com- 
plete a $600,000 loan, it is only participating in that loan. The corre- 
sponding bank has no control over the smaller institution. 

Mr. McDonoven. I understand they have no control over the whole 
loan, but they must conform to the general policy that the loan is ad- 
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vanced from the parent company to the manufacturing firm or who- 
ever is obtaining the money ? 

Mr. Beumesaven. The loan would still be on the same basis. 

Mr. McDonoven. They cannot have $25,000 from 10 different 
sources and each one have a different policy. 

Mr. Brumpaucnu. The loan would be on the same basis as one is to the 
other. In fact, such a loan is often serviced by the local bank and the 
proportionate amount due the corresponding bank is sent to them each 
month, or on whatever basis is set up for the payment of interest and 
principal. 

Mr. Parman. Now, about the one-third in local loans. Isn’t that 
rather a small percentage, Mr. Brumbaugh, for a bank to have in local 
loans ? 

Mr. Brumeaven. That depends entirely on the demand for money 
in the community in which the bank is located. Some banks have a 
much larger percentage in local loans than one-third. 

Mr. Parman. Well, now, bankers are human, like the rest of us, and 
they are going to do what is in their interest and subject to their con- 
venience or pleasure, just as other people do. And when you have 
your portfolio filled with good riskless paper that is drawing a pretty 
good interest, such as a housing loan or something like that, do you 
think that bankers have as much patience in dealing with the little 
fellow for a little loan, in the community, as he would have if he didn’t 
have all these riskless securities to support him? 

Mr. Brumpaven. I would say, in our particular case, that we have 
just as much interest in the small borrower as we have in the large 
borrower or in nonrisk assets, because we get our business from the 
local people we serve. Therefore, if we don’t take care of them prop- 
erly, naturally we are going to lose their friendship, business, and 
their goodwill. 

Mr. Parman. And you have got to have deposits. I realize that, 
too. But there are some banks in the country whose statements dis- 
close that they have almost gone out of the banking business in the 
local communities. They have very few local loans. 

In fact, in the district I have the honor to represent, in Texas, just 
last week there were two little banks in this fine little town of two or 
three thousand people, and one bank was making a lot of local loans 
and helping the community a great deal, but the other bank was not 
making hardly any loans at all. They were making all their invest- 
ments in Government paper, riskless securities, and they seemed to 
have a pretty good return that way, and they were not interested in 
talking to local people. And the directors became so indignant about 
that they changed the personnel in charge of the bank and put another 
person in who would be more on the alert and more concerned about 
local loans. 

That is just one illustration, and I think you can take the American 
Banker, or any publication that carries statements from banks over 
the Nation generally, and don’t you find some of them that are shock- 
ing in that they do so little local business ? 

Mr. Brumpaven. I agree with you, Mr. Patman. I think you will 
find we have a few lazy banks. 

Mr. Parman. That is what I mean. 
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Mr. BrumpavucH. Making loans requires much more effort than 
the buying of securities, placing them in your portfolio, clipping off 
coupons, and getting credit for them. 

But I think you can attribute laxity in making local loans to lazy 
bankers. 

Mr. Parman. Of course they would have some reason to be lazy if 
they already had plenty of money coming in from the Government on 
housing loans and things like that. After all, the banks last year 
collected over a billion dollars in interest from the United States 
Government on Government bonds, and at one time I asked Mr. 
Eccles about that, if he believed that banks should be allowed to buy 
Government bonds generally. No one objects to them buying up to a 
certain point, but whether they should be allowed to buy in such 
enormous quantities, and he seemed to justify the practice on the 
theory that we have a fine banking system, and that the banking sys- 
tem serves the public well, and they have got to be taken care of in 
some way, and he indicated that he considered it more or less of a sub- 
sidy to that extent, to take care of the banks so they could serve the 
public, and that it was a cheap way of doing it, and that if we didn’t 
do it that way we would have to put on additional service charges, or 
something, to make the public pay it. And he considered it somewhat 
of a subsidy, as I interpreted his answer. 

I don’t even object to that. I don’t object to it if you call it a sub- 
sidy. I am perfectly willing to call it anything you want to, and 
pay any amount that is necessary to have a good banking system such 
as we have in this country. But it occurs to me that we shouldn’t 
place a premium on indifference and laziness, and encourage people 
to not pay enough attention to local people, and local problems, even 
though they might be small. 

Back when I was a boy we used to go hunting every Saturday night, 
fox hunting or coon hunting, or rabbit hunting. We never did feed 
our dogs before we started out hunting because if you fed the dogs 
too well they were not too concerned about hunting. 

Mr. Mumma. Mr. Patman, may I say something on that? Did you 
ever hunt for elbow twitches on Saturday ? 

Mr. Parman. What was that? 

Mr. Mumma. Where you are out in the woods holding the bag? 

Mr. Parman. We called them snipes. We didn’t know any two- 
syllable words. 

Anyway, we didn’t want the dogs to be too well fed. I think the 
same thing is true of these banks. I want them to be taken care of, 
but not to the extent that they will become indifferent about local 
people and local loans. And certainly we want to stop this holding 
company situation, where they can just go in and take over a business 
that was intended to take care of the needs of a local community. 

You are acquainted with the Open Market Committee, Mr. Brum- 
baugh, and in view of your knowledge of banking, and your experience, 
do you believe that the Open Market Committee should be run in New 
York, under the jurisdiction of the New York Federal Reserve Bank, 
by a manager who is not even paid by the Federal Reserve Board but 
paid by the New York Federal Reserve Bank? Do you believe that is 
a good arrangement ? 
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Mr. Brumpavex. Mr. Patman, I wouldn’t be in position to discuss 
that to the extent that it would be of much value to you. I will say 
this, however: I am of the opinion that without the bank’s purchase 
of Government securities that I am afraid the economy of the Nation 
would be in bad shape. 

Now, there is nothing to prevent individuals, corporations, and 
insurance companies purchasing all the Government bonds on the 
market. But, as you know, they are already selling below par value. 

Mr. Parman. Well, they are selling down to 96. 

Mr. Brumpavenu. That is correct. Now, if the banks weren’t per- 
mitted to purchase them, where would they be selling ? 

Mr. Parman. Well, unfortunately, Mr. Brumbaugh, your argument 
doesn’t apply, because they are not purchasing long-term bonds, at 
least the Open Market Committee is not. 

Mr. Brumpaven. | understand that. 

Mr. Parman. And they have not purchased them since March 1951. 
But I think they are wrong. I think the patriotic duty of the Open 
Market Committee to support those bonds, and it is bordering, in my 
book, almost on the lack of patriotism for them to fail and refuse to 
do it. They can do it without it costing the Government a penny, 
without it costing anybody a penny, and at the same time it will keep 
the security market stable and stop this crap shooting in Government 
bonds, and we will havea stable market. 

Don’t you think a stable market is preferable to the jumping up 
and down from 89 to 112, as we have had in the last year or two? 

Mr. Brumsaveun. I dislike to disagree with you, but I am firmly 
of the opinion that too much support of Government securities would 
not be in the best interests of the Nation. 

Mr. Parman. I am opposed to supporting them above par. I think 
the Open Market Committee was clearly wrong in supporting bonds 
at one time up to 106 or 108. I think that was just terrible. They 
shouldn’t have touched a bond when it was above par. But I think 
they should support them at par, because right now we have got $20 
billion in social security funds, of one form or another, throughout 
this Nation, and if we were to have a run on one or more of those 
bonds, and they would have to begin to dump their bonds to take 
care of their payments, we would have no security, we would have 
no reason to believe that those bonds wouldn’t sink down to 90 or 
below. 

Mr. Brumpaven. I think in an emergency of that kind the Federal 
Reserve would step in and buy them. 

Mr. Parman. They never have. 

The Cuatrman. Mr. Patman, we have two other witnesses, and we 
cannot proceed this afternoon because we have a bill on the floor. I 
was wondering if we couldn’t get through ? 

Mr. Parman. Yes, sir; we can. I just have one more question. 

Don’t you think that the Open Market Committee should be run 
by officials of the United States Government who are charged with 
the duty of protecting the people and the public? The general wel- 
fare, that is, rather than having it composed partly of those selected 
by the private banks / 

Mr. Brumpaven. I believe those who are in charge right now are 
very competent people. 
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Mr. Parman. I am not talking about the persons, I am talking 
about the principles. 

Mr. BrempavueH. I am of the opinion that they are very anxious to 
dothe right thing. I think they are that type of people. 

Mr. Parman. You are still not answering my question, Mr. Brum- 
baugh. 

If you were setting it up would you put private bankers or people 
selected by private bankers, on a board such as the Open Market Com- 
mittee, which has the right to go over to the Bureau of Engraving and 
Printing and take our currency and handle it any way they want to 
in buying or selling Government bonds, or would you restrict that 
committee to Government officials only ? 

Mr. Brumpaven. I would prefer experienced men handling those 
affiairs, rather than people who have no knowledge of banking or cur- 
rency matters. 

Mr. Parman. You still haven’t answered my question, Mr. Brum- 
baugh. If you don’t want to answer it, it is all right, but I would 
rather have a positive answer. 

Do you think boards like that should be composed of public officials, 
selected to represent the public only, or should they be partly, as they 
are now, five-twelfths, selected by private bankers / 

Mr. Brumpaven. I would answer that question in this manner: 
Naturally I am interested, just as you are, in the best interests of the 
public as a whole, but I still am of the opinion that the manner in 
which it is being handled right now is rather satisfactory. 

Mr. Parman. Do you mean to say that it is handled in a way so 
that they will run bonds down, and certain banks will buy those bonds, 
and then they will run them up, and the banks will sell those bonds, 
and they will make tens of millions of dollars that w ay, as last year, 
just afew banks? Do youendorse that ? 

Mr. Brumpaven. I don’t believe they had that intention. 

Mr. Parman. Their statements show it. 

Mr. Brumpavuen. I don’t think they would do that intentionally. 

Mr. Parman. They are certainly doing it, and I think it is a scandal- 
ous thing. 

The CHarrMan. We have two other witnesses here, and we will just 
have to proceed. 

If there are no further questions, we are very glad to have had your 
opinion, Mr. Brumbaugh. Weare always glad to have you come back. 
We remember you with pleasure. 

Mr. Brumpavuen. Thank you, Mr. Chairman. 

The CHarrmMan. We will next hear Mr. Gregory. 


STATEMENT OF WILLIAM L. GREGORY, CHAIRMAN, COMMITTEE 
ON LEGISLATION, INDEPENDENT BANKERS ASSOCIATION OF 
AMERICA 


Mr. Grerory. Mr. Chairman, ladies and gentlemen, my name is 
William L. Gregory and I represent the Independent Bankers Asso- 
ciation of America, as chairman of the committee on legislation. This 
organization is made up of approximately 5,200 independent unit 
banks throughout some 40 States. I also have the right to speak for 
the Associate Bankers of St. Louis and St. Louis County, an organiza- 
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tion of independent unit banks, consisting of 47 banks. Both of the 
organizations that I represent have as their main purpose the protec- 
tion of the small independent banker against the encroachment of 
monopoly banking in any form, whether it be branch banking, holding 
company banking, or any other type of multiple unit banking. 

For some 13 years we have appeared before this Congress with the 
warning that the spread of holding companies is seriously endanger- 
ing the dual system of banking. At this time we appear in favor of 
passage of the Spence bill, H. R. 2674, which in our judgment is the 
most effective legislation yet offered to control and regulate the opera- 
tion of holding companies. 

The other gentlemen who have appeared here for the independent 
unit bankers of the Nation have told you much of the background and 
the dangers of holding company banking. I would like to go further 
into the specific details of these operations, and to use at least one 
example of a holding company system that is causing much concern 
among bankers in my part of the country. 

I have appeared before committees of the Congress on previous 
occasions testifying in the interest of holding company legislation, and 
during this time I have used as an example of a Missouri holding com- 
pany the General Contract Corp. of St. Louis, Mo. In the hearings 
before the Senate Banking and Currency Committee in the 83d Con- 
gress, my testimony was rebutted by Mr. Walter E. Burtelow, execu- 
tive vice president of General Contract Corp., and an officer in several 
of its subsidiaries. 

I should like to make it clear at this point that I have a high regard 
for Mr. Burtelow and his associates as individuals. I know that they 
have operated a very successful group of loan companies, insurance 
companies, and banks, and their operations have been highly profit- 
able. I have never made accusations against Mr. Burtelow or his 
associates impeaching their honesty of purpose or their honesty in 
operation. I think they are operating within the laws that now exist. 
My purpose is to call attention to the fact that these laws are inade- 
quate and that under the existing laws it is possible to evade much 
regulation, and in my judgment there are many possibilities within 
this holding company system which react against all the independent 
unit banks within their territory and which could cause difficulties of 
a nature that would be detrimental to the banking structure of our 
State and of our country. 

It is my contention that laws should restrain and control as well as 
regulate the operations of holding companies at least as effectively 
as they now do independent unit banks, and because of the inherent 
possibilities for bad banking within a holding company system I think 
the laws regulating holding companies should be so amended that they 
ean have the complete scrutiny of all of the best Federal supervisory 
agencies, specifically the Federal Reserve Board, the Comptroller of 
the Currency, and the Federal Deposit Insurance Corporation, 

In speaking of the General Contract Corp., all of the factual infor- 
mation that I have offered in my testimony here has been taken from 
their own prospecttses issued under the Securities Act of 1933 and 
their own published financial statements. 

In my testimony before the State Banking and Currency Commit- 
tee on March 2, 1950, I reported that this holding company’s predeces- 
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sor, the Industrial Bancshares Corp., owned 14 organizations. In my 
testimony offered on June 11, 1953, before the Senate Banking and 
Currency Committee, I listed the holdings of the company in detail 
and they then amounted to 38 units. Since that time, the General 
Contract Corp. has acquired two more banks in the State of Illinois, 
one at Zeigler, Ill., the other at Benton, Ill., and it proposes to continue 
an aggressive campaign of expansion. As evident of this, 1 quote 
from an article in the magazine Finance under the date of June 15, 
1954, in which Mr. Arthur Blumeyer, president of the General Con- 
tract Corp., makes the following statement : 

“We are continuing to expand and to develop,” confirms Arthur Blumeyer, 
president of this dynamic organization that is both a holding and an operating 
company. “We are constantly in the market to purchase sound financial organ- 
izations of all types because we feel that divers ‘fication of our interests is the 
wisest course. Such purchases may range from banks and insurance companies 
to finance and personal loan offices.” 

In the article quoted from the magazine Finance, the following in- 
formation is acquired. General Contract Corp.— 

owns 6 banks, 3 insurance companies, and 29 finance and loan companies and 
other subsidiaries extending into 16 cities in 8 States (Missouri, Illinois, Arkan- 
sas, Tennessee, Mississippi, Florida, Texas, and Louisiana. 

It will be observed that the two Illinois banks and a large loan com- 
pany in St. Louis, the Securities Investment Corp., has been acquired 
since this enumeration took place. It is my opinion that this continued 
expansion and aggressive bidding for unit banks tends to create mo- 
nopoly and to restrain banking operations under the traditional 
American system of independent banking. 

Regardless of the high ethical standards that may exist within a 
holding company, it is inherent that within such an organization the 
loan companies will sell their finance paper to the banks so that the 
depositors’ money in the care of the banks may be invested in assets 
which have been approved by finance company operators who through 
the holding company deprive the bank of its right of independent 
judgment in extending credit. It is further noted that the insurance 
which is a necessary part of much consumer installment lending is 
also funneled into subsidiary corporations of the holding company. 
Here, again, independent judgment cannot be exercised because of 
overriding authority of the holding company. 

Upstream loans are in fact made by subsidiaries of the General 
Contract Corp. as indicated in a prospectus for a sale of preferred 
stock made on May 15, 1953, in which the corporation indicates that 
part of the proceeds of the sale of the preferred stock will be used to 
pay off loans made to the General Contract Corp. by its subsidiaries, 
the Bank of St. Louis and the Jefferson-Gravois Bank of St. Louis. 
Part of the proceeds of these upstream loans were admittedly used to 
purchase an insurance company. 

It has long been a fundamental principle in banking operation that 
the officers of any bank should be free to use independent judgment 
in the investment of its depositors’ funds, and supervisors have uni- 
versally criticized operations involving dealings between the bank and 
controlled affiliates. One of the greatest possibilities for financial 
difficulties would come from this type of intercompany relations with- 
in the holding companies. 
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The laws of both Illinois and Missouri specifically forbid branch 
banking. Nevertheless, the General Contract Corp. owns and oper- 
ates 3 banks in the State of Illinois and 4 in the State of Missouri. 
No bank in the United States may operate branches across State lines 
except with the approval of the laws of the State in which the branches 
are operated. This holding company device effectively evades this 
basic principle, and the holding company under present laws and 
regulations can evade responsibility for the acts of its subsidiary 
banks. The holding company can also completely escape the regula- 
tion under the Clayton Act as now written by simply taking its banks 
out of membership in the Federal Reserve System and out of the 
national banking system. The Clayton Act regulation of banks is 
now supervised by the Federal Reserve System, and non-member 
State banks are not required to conform to such regulation. This is 
a particularly forceful argument for bill H. R. 2674 which would 
immediately place all holding companies under control by the Federal 
Reserve System. 

I think it is significant in connection with the statements just made 
relating to the Clayton Act that the General Contract Corp. in St. 
Louis has consistently followed the practice of taking its subsidiary 
banks, some of which were national ds and others were members 


of the Federal Reserve System, out from under those controls, and it 
now operates all of its subsidiary banks as State nonmember banks. 

When the General Contract Corp. acquired controlling stock of 
the Northwester Bank ahd Trust Co. of St. Louis and the Jefferson- 
Gravois Bank of St. Louis, it was by exchange of stock of the holding 
company for bank stock. In my testimony before the Senate Bank- 


ing and Currency Committee in the 83d Congress, I called attention 
to the fact that the exchanges resulted in the stockholders of those 
two banks exchanging their stock at the approximate book values of 
the bank stock for an over-the-counter market at the then market 
price of General Contract Corp. stock which has fluctuated rather 
widely. What I meant to bring out by that testimony was that the 
General Contract Corp. has in each of the two cases cited exchanged 
its stock on a basis which did not make an equitable exchange to the 
stockholders when comparing the book values of the two banks. In 
his rebuttal of my testimony, the executive vice-president of the 
General Contract Corp. tried to explain that after all market value 
of the General Contract Corp made up for this inequality. He made 
the further statement that the former bank stockholders had not seen 
fit to liquidate their exchanged holdings in the General Contract 
Corp. 

It is still my opinion that the exchanges were not made on an equit- 
able basis, and that the market price of General Contract shares would 
undoubtedly have suffered considerably had any amount of this ex- 
changed stock been offered in the market. 

Where regulation and control is contested so aggressively by the 
companies that would be subject to such control, it would seem desir- 
able to look deeply into their reasons. I do not deny that holding 
company operation can be a very profitable business for its principal 
executives. I do deny that holding company operation of banks is 
good for the community or for banking generally. 
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Bank holding company ev ils in general threaten to undermine the 
careful plans for the s safety of the “publie’ s deposits contained in our 
present excellent supervisory system. Through the holding company 
device most of the safeguards erected since the bank difficulties of the 
early 1930’s may be easily evaded by men who think primarily of 
monopoly power and large profits. No responsib le supervisor of bank- 
ing will tell you that he can control the holding company menace un- 
der existing laws. H. R. 2674 may not be the perfect answer, but it 
is an effective tool, and if passed immediately could do much to pro- 
tect the banking system from holding company raids that are becom- 
ing more frequent all the time. Monopolists are encouraged by our 
inaction, and made jealous by the successes of their bolder competitors. 
In States such as Missouri and Illinois where branch banking is for- 
bidden by statute, the operations of holding companies have increased 
the pressure to have branch banking laws repealed because the larger 
well-operated commercial banks become concerned over the success of 
holding company operators who accomplish branch banking by indi- 
rection. Several of the largest banks in the State of Missouri will 
freely admit that they think branch banking should be permitted be- 
cause holding company operations are permitted. They become more 
aggressive as the obvious intentions of the holding companies to ex- 
pand further become known. 

I would like to quote from the prospectus of the Industrial Bane- 
shares Corp., dated May 5, 1948, revised as of December 20, 1949, on 
page 10 of which we find the following: 

On July 22, 1949, a bill, S. 2318, was introduced in the Senate of the United 
States which, if it should become law in its present form, would materially affect 
registrant’s business and operations. The bill would require a bank holding 
company (defined so as apparently to include registrant) to secure prior ap- 
proval of the Federal Reserve Board before acquiring ownership or control of 
any additional banking institutions, to divest itself of nonbanking subsidiaries, 
to submit to certain examinations, to file certain reports of its affairs and to 
restrict its dividend payment in any year to 6 percent of the book value of its 
own shares until a reserve fund equal to 12 percent of the aggregate par value of 
all bank stock owned should have been accumulated. Such a law would prob- 
ably restrict, but not necessarily halt registrant’s plans to acquire banks in its 
territory. Registrant would apparently have to dispose of its finance and loan, 
insurance company, insurance agency, and other nonbanking subsidiaries. 
Management feels that this could be done without entirely losing to registrant’s 
stockholders the advantages of cooperation and earnings presently afforded by 
ownership of these companies. The examinations and reports would be a source 
of minor annoyance and some small expense, and the reserve fund requirement 
apparently would reduce registrant’s dividend payments during the period while 
the fund was being accumulated. 

I quote this material as evidence of the fact that these holding com- 
pany groups intend to expand regardless of efforts to control or regu- 
late them and in their own words, quoted above, can be seen the need 
for adequate and complete legislation. It is obvious that they will im- 
mediately try to find a way to avoid or evade any legislation that is not 
forceful and complete. 

Unless we get legislation to curb the expansion of bank holding 
companies there is good reason to believe that their operations may be 
the loophole in our system of bank supervision that will once again 
destroy many American banks at great cost to their depositors during 
the next serious depression. We urge you to approve and recommend 
for passage H. R. 2674. 
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Thank you very much, Mr. Chairman and gentlemen, for allowing 
me to appear before your committee. 

Mrs. Sutiivan. Mr. Chairman. 

The Cuarrman. Mrs. Sullivan. 

Mrs. Suxtivan. I think this was a very fine presentation of one 
point of view of this bill, and I understand we are going to have the 
opportunity to hear the opposite point of view from another citizen 
of St. Louis. 

I want to assure both gentlemen that the committee appreciates 
their testimony, and will find it very helpful when we consider the 
matter at a later time. 

Mr. Grecory. Thank you, Mrs. Sullivan. 

The Cuarrman. Are there other questions? 

Mr. Tauie. Mr. Chairman. 

The Cuarrman. Dr. Talle. 

Mr. Tatxe. Will you define the term “upstream loan”? 

Mr. Grecory. That is one generally used in the banking business, 
wherever a holding company, or a top company, within the branch 
banking system, borrows from one of its subsidiaries, and that, in this 
case, would mean that the General Contract Corp., a holding company, 
borrowed from 1 of its subsidiary banks—in this case 2 of them, the 
Bank of St. Louis, and Jefferson-Gravois Bank. The amount involved 
is some $600,000. 

Mr. Tatir. Thank you. 

The Cuarrman. If there are no further questions, you may stand 
aside. We are glad to have your views, and they will be considered by 
the committee in executive session. 

Mr. Grecory. Thank you, sir. 

The Cuarrman. We have House Joint Resolution 202 coming up 
in the House today. I believe it will be the first business of the House, 
so it will be necessary for us to go over there. 

The committee will stand adjourned to reconvene at 10 o’clock 
tomorrow morning. 

(Whereupon, at 12 o’clock noon, the committee adjourned until 
Thursday, March 3, 1955, at 10 a. m.) 
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Housk or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C, 

The committee met at 10 a. m., the Honorable Brent Spence, chair- 
man, presiding. 

Present: Representative Spence, chairman, and Representatives 
Brown, Patman, O’Hara, Mrs. Buchanan, Mrs. Sullivan, Fountain, 
Reuss, Ashley, Vanik, Davidson, Wolcott, Talle, Kilburn, McDonough, 
Betts, Mumma, McVey, Hiestand, Nicholson, and Bass. 

The Crarrman. The committee will be in order. 

Our first witness this morning will be Mr. Bush, of the General Con- 
tract Corp. 

You may proceed, Mr. Bush. 


STATEMENT OF JAMES S. BUSH, VICE PRESIDENT AND DIREC- 


TOR, GENERAL CONTRACT CORP., ACCOMPANIED BY ROBERT 0. 
McNEARNEY 


Mr. Busx. Mr. Chairman—— 

The CnarrMan. Please identify yourself, Mr. Bush. 

Mr. Busu. Ladies and gentlemen—Mr. Chairman, I wonder if I 
might have permission to add to my brief ? 

The CuarrMan. You may proceed as you desire. 

Mr. Busu. Our company owns eight banks, so we are a bank hold- 
ing company. In addition, we own companies which are engaged in 
the insurance, finance, and lending businesses. All of the activities in 
which we and our subsidiaries are engaged are in closely related lines. 
We and our subsidiaries are all financial institutions. 

There is nothing diabolical about our operations. We are not work- 
ing against the common good. To the contrary, our operation fills 
a basic need of a large segment of the public. By our extensions of 
credit we have been and are a great help to both industry and the 
consumer. 

Why, then, must we be subjected year after year to the efforts of 
the independent bankers and their paid lobbyists to break us up? 

We have no objection to reasonable regulation in the interest of the 
public good. We recognize that our banks have a great responsibility 
to the public to safeguard the funds with which they are entrusted 
by their depositors. We recognize that our insurance companies have 
also a great responsibility to the public to operate in such a way that 
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they will always be able to furnish protection to the persons who have 
paid for that protection. We believe that our interests as stockholder 
in these banks and insurance companies are best served when they 
are regularly and carefully examined by competent bank examiners 
and insurance examiners. All of the banks and insurance companies 
are subject to the most minute regulation and supervision and to the 
most detailed examination by Federal and State supervisory authority, 

Moreover, we have had occasion to issue securities and have several 
times registered under the Securities Act of 1933 and in this connec- 
tion have made the most minute and detailed disclosures of every 
phase of the affairs and activities of our company and of its subsidiar- 
ies. In addition, we have registered under the Securities Exchange 
Act of 1934, and have listed our stock on both the New York and the 
Midwest stock exchanges. We are accordingly required to make fre- 
quent reports to these exchanges and to the Securities and Exchange 
Commission. 

There is, therefore, nothing secret about our operations. Every- 
thing that we do and have done is a matter of public record. 

And we have been successful in a small way. We have grown from 
a one-oflice loan company which started business in 1913 w ith ac apital 
of $100,000 by a slow but steady progress until we have reached the 
position that our company oc cupies today. 

Our growth and development has not been out of the ordinary. It 
does not compare with the growth of many other companies in other 
fields such as the great manufacturing companies nor the great mer- 
chandising chains. It does not even compare with the growth of many 
of the great financial institutions, such as the great banks of the 
country, or the great finance companies or the gr reat insurance com- 
panies. Yet our ‘growth has been typical of businesses which have had 
faith in the erowth and development of our great country and in its 
expanding economy. 

Those who would wish to impose legislation such as H. R. 2674 on 
us can only justify their attempt on the claim that our activity is 
harmful to the public either because we are guilty of restraining com- 
petition or because what we do is otherwise harmful to the public. 

No one has seriously charged that our activity is harmful to com- 
petition. The aggreg: ite of all of our assets and the assets of our banks 
and other companies is about one-half of the total assets of each of the 
two largest banks in St. Louis, where our principal place of business 
is located. There are dozens of individual banks in the country whose 
assets are many times the aggregate of our consolidated assets. We 
simply are not big enough to be classified as any kind of a monopoly 
or to be effective, i in any degree, as a restraint of competition. 

We are a service institution. We cannot attain any measure of suc- 
cess except by being of service to the public. There is, therefore, 
nothing harmful to the public in our operation. We have rather been 
a source of help to the public than the contrary. 

The nucleus of our organization is the Bank of St. Louis which grew 
out of the company which began operations in 1913, This bank has 
always been known as the “poor man’s bank.” It is the bank which 
has catered to the workingman, and which has filled a real need in our 
community for service to the workingman. The General Contract 
organization, which has grown out of that bank, has carried on’and 
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spread these same services in a wider area and to more of the same 
kind of people. 

I respectfully call the committee’s attention to the wonderfn] public 
work our president, Arthur Blumeyer, has done in our community. 
He has for many years been chairman of the St. Louis Housing Au- 
thority, and has devoted a great deal of his time and effort to pro- 
viding low cost housing to the needy of our community. For his out- 
standing service in this regard he was recently given the St. Louis 
Award, which is the highest civic award conferred annually on a 
citizen of St. Louis and is conferred on the individual who has con- 
tributed most to the welfare of the community. 

H. R. 2674 would have the following principal effects on us: 

1. Divestment: General Contract Corp. would have to dispose of its 
interest in all nonbanking businesses and would have to confine its own 
activities to the single activity of owning banks. 

Expansion: The bill would absolutely prohibit any further ac- 
quisition of banks across statelines. In addition, it would prohibit 
any further acquisition of banks by General Contract Corp. within the 
State of Missouri. 

3. Reports and examination: General Contract Corp. and its sub- 
sidiaries would have to register and make reports and submit to ex- 
amination by the Federal Reserve Board. 

4. Borrowing and investment: Subsidiary banks would be pro- 
hibited from lending money to or investing in securities of General 
Contract Corp., or any of its other subsidiaries, and from accepting 
stocks, bonds, or other obligations of General Contract Corp., or any 
of its other subsidiaries as collateral security on any loan. 

_ should like to discuss each of these points in some detail. 

. Divestment: H. R. 2674 would require every bank holding com- 
sa to dispose of its holdings in nonbanking businesses and to cease 
engaging in any business other than that of owning banks. Even 
those kinds of businesses which are ¢ losely allied to the banking busi- 
ness, and which are, in fact, a part of the normal business of most 
commercial banks, would be prohibited except insofar as they might be 
engaged in by bank subsidiaries. I refer specifically to the finance 
business and to the consumer loan business. In addition to the finance 
business and the consumer loan business which is done by our banking 
subsidiaries, we have other nonbanking companies which engage in 
these businesses, and, moreover, our company engages directly in the 
finance business. Why we as a bank holding company should be per- 
mitted to own banks which can engage in these kinds of businesses but 
should be denied the right either to engage in these businesses our- 
selves or to own nonbanking companies which engage in these busi- 
neses, is a mystery. There is nothing strange or foreign to banking 
concepts or practices in these kinds of business, 

We have developed our loan businesses, our finance businesses, ou! 
insurance busineses over a period of many years. They are sen sie unt 
parts of our whole business. They are honest, legitimate, worthwhile 
kinds of businesses. They not only return fair profits to us, but they 
perform real service to the public in the communities in which the) 
operate, and they directly and indirectly furnish employment to many 
people. 

It is entirely foreign to the American way for us and the many 
people who are served by and employed in these businesses to have 
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those benefits taken away by act of Congress unless there is something 
wrong about these businesses or about our ownership of them. 

In spite of the several hearings that have been held by both House 
and Senate committees relating to this subject matter, and in spite of 
the long continued efforts of certain interests to discredit bank holding 
companies, there has never been the slightest evidence of anything 
wrong about our owning these businesses. 

We respectfully recall the attention of the committee to the fact 
that in another piece of legislation which provided for divestment of 
business interests and subsidiaries, the public utility holding company 
legislation, the act itself in section 1 (b) listed a great many abuses 
which, in fact, existed, and which the act proposed to remedy. The 
congressional findings as to abuses listed in section 1 (b) of the said 
act were based upon some of the most exhaustive and comprehensive 
studies ever to underlie a Federal statute. The Congress at that time 
felt that it could not and should not order the breaking up of the vast 
public utility holding companies except upon a very clear demonstra- 
tion of abuses and a very real showing of need. 

Where in this country of ours today is there any public outcry 
such as that which produced the public utility holding company 
legislation? What are the abuses which cry out to heaven for cor- 
rection? The situation is not at all comparable. Certainly our Con- 
gress holds in high esteem the great American principle of the rights 
of private property. Surely our Congress will be in the future as 
it has been in the past the great guardian of these rights. Where the 
public good demands it the rights of the few must give way, but 
where no public good is involved the rights of individuals or of groups 
must not be infringed upon. 

1.1 One of the principal arguments advanced to justify the drastic 
surgery of divestment has been the charge that where bank holding 
companies engage in or Own companies which engage in other kinds 
of business that there is a danger of self-dealing. 

As I understand the term “self-dealing,” as it has been used by 
those favoring divestment, it means transactions wherein a bank hold- 
ing company sells, directly or through other subsidiaries, loans and 
installment paper to banks which it controls. This means that the 
bank holding company is itself engaged in, or owns nonbank sub- 
sidiaries which are engaged in making loans or purchasing paper 
arising out of the installment sale of consumer durables. This type 
of loan business, and this type of finance business, are each legitimate 
types of business. They are each a part of a commercial bank’s nor- 
mal activity. Some of the finest financial institutions in the country 
are engaged in one or both of these types of businesses. These busi- 
nesses can be and are operated on sound, conservative bases. The risks 
involved in them are no greater than the risks involved in other types 
of lending operations which are more peculiarly the province of 
banks. It is obvious that a bank holding company will not delib- 
erately endanger its investment in a bank. Accordingly, it is clear 
that a bank holding company will not seek to give bad paper to a bank 
it controls. On the contrary, the bank holding company is as anxious 
as any stockholder to see its investment prosper. 

It is perfectly legal and proper for banks to purchase these kinds 
of investments, and many banks do so in large volume from loan 
companies and finance companies with which they have no connec- 
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tion, and no one objects to that. In transactions involving a parent 
and subsidiary, however, the objection is apparently based on the fact 
that the sales are not arm’s-length deals, which gives rise to the fear, 
apparently, that the parent can force the subsidiary bank to take 
paper which would not be considered sound to bankers. This by and 
large is poppycock. ‘There is no difference in mentality between a 
banker and a loan or finance man. Each is or should be an expert on 
cerdit and each is, or should be, motivated primarily by a desire to 
make safe and profitable investments. Bankers will make the same 
sort of loans, and will purchase the same sort of paper that loan and 
finance men will make and purchase except, if anything, the loan 
and finance men will be more expert in their respective fields and, 
accordingly, by and large, the paper they originate will be better 
than the paper the bankers originate in these fields. 

Regardless of this, however, this problem of self-dealing is not one 
that requires, nor that can be solved by the drastic divestment provi- 
sions of the proposed bank holding company legislation. Self-deal- 
ing does not require divestment because it can be effectively controlled 
insofar as it relates to bank holding companies, by extension to all 
subsidiary banks of bank holding companies of the present limitation 
of 10 percent of capital and surplus on loans of banks, which are mem- 
bers of the Federal Reserve System, to their affiliates. The effect of 
this would be to put percentage limitations on the purchase and sale 
of paper by bank holding companies and their nonbanking sub- 
sidiaries to their banking subsidiaries, and also on loans between such 
companies. 

Self-dealing cannot be solved by the divestment provisions of bank 
holding company legislation, because it can exist and would continue 
to exist in spite of such legislation in situations where individuals 
control banks because such would not be subject to this legislation. 
In fact, the kind of self-dealing that is potentially the most harmful 
to a bank is the kind that exists where individuals control banks, par- 
ticularly where that control is exercised by officers who do not have 
large stockholdings. Such individuals may have personal interests 
in other companies or businesses which do business with the bank, so 
that the personal welfare of the individual may be advanced more 
if the outside business prospers even at the expense of the bank. <Ac- 
cordingly, such bank officers may cause the bank to enter into trans- 
actions with the outside company which result in serious detriment 
to the bank, but which result in personal profit to them. 

This cannot happen in the case of a bank holding company because 
the holding company always has a substantial interest in the bank 
and, hence, any loss suffered by its banks would be felt by the holding 
company. Or to put it differently, it serves no purpose to the holding 
company to have its right hand prosper while its left hand withers 
away. 

For our own part, I wish to point out that our situation is perhaps 
peculiar, in that historically we have been a bank which has itself 
been a holding company. This is no longer true, but Bank of St. 
Louis is still the focal point of all our activity and its officers, bankers 
all, have always furnished the management for our holding company 
and all of its finance and loan activities. Accordingly, when Bank of 
St. Louis has purchased loans and finance papers from its parent it has, 
except for legal technicalities, really been purchasing from itself. 
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2. Expansion: The record will show that a prohibition against 
acquiring banks across State lines would not be in the public interest. 
As the testimony of other bank holding companies will no doubt mere 
fully disclose, there have been instances in which the banking system 
ina State has been greatly served by bank holding companies whose 
principal place of business was in a different State. ‘To illustrate, 
we are informed that in the early 1930’s, when the banking system in 
Nevada was in bad condition, State officials and leading « citizens of 
Nevada approached Transamerica for help. Transamerica was a 
foreign bank holding company, but in response to these requests it 
acquired a bank in Nevada, and was an important factor in restoring 
sound banking to that State. 

The only justification for limiting expansion is in order to prevent 
monopoly. ‘The present antitrust statutes, in particular the Clayton 
Act, are applicable to the banking industry and provide effective sanc- 
tions against any bank holding company expansion, the effect of which 
is “substanti: lly to err competition or to tend to create a monopoly.” 
(Clayton Act, see. 7,15 U.S. C. 18.) 

Reports and examination: We have no objection to making 
reports to proper authority but we are already making frequent and 
detailed reports to the Securities and Exchange Commission, the New 
York Stock Exchange, the Midwest Stock Exchange, the FDIC, 
State banking departments, State insurance departments, and State 
small loan departments. The reports which we are now required to 
make are so comprehensive and voluminous that any further reporting 
requirements can merely be repetitious. 

Moreover, our banks, insurance companies, and our regulated small- 
loan companies, are all examined at frequent intervals by the appro- 
priate Federal and/or State regulatory authorities. While our par- 
ent company, and some of our other companies, are not examined 
by regulatory authorities, they are audited by independent public 
accountants who certify our statements to the Securities and Exchange 
Commission, the New York Stock Exchange, the Midwest Stock Ex- 
change, and to our stockholders. Accordingly, any further examina- 
tion requirements would also be repetitious. 

4. Borrowing: H. R. 2674 would prohibit banks from investing in 
securities of or lending to their parents or other subsidiaries of their 
parents, and further would prohibit banks from lending on the se- 
curity of securities of their parents or other subsidiaries of their 
parents. 

The National Banking Act permits national banks to lend up to 
10 percent of their capital and surplus to affiliates and does not pro- 
hibit investing in securities or lending on the security of securities 
of affiliates to any greater extent than of nonaffiliated companies. 

If any restriction in this area is required, we believe that the National 
Banking Act goes far enough. 

There is another important fact which I believe should be called to 
this committee’s attention, and that is companies like ourselves create 
a market for bank stocks and thus benefit the banking system and 
many individual bankers and their families. It often happens that 
an individual who has devoted himself to the development of a bank, 
who has spent many years in its service, and who has acquired a sub- 
stantial stock interest in it, will arrive at an age where he recog- 
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nizes that his own days are numbered and that there is no one to carry 
on after him. In such a case he will be concerned for the welfare 
of his bank and also for the welfare of his wife and the members 
of his family. 

If he dies without solving his problem his wife, through inexperience 
and inability to run the bank, may be forced to sell his stock at a 
vreat sacrifice. Moreover, his bank may suffer from poor manage- 
ment. In such a case a company like ours can be a real service not 
only to the individual and his family, but also to the bank by fur- 
nishing a market for his stock. 

In conclusion, I.should like to present several of the reasons why 
we teel that efficient holding company operation is better and safer 
banking than inefficient unit banking : 

1. Holding companies build up the capital funds of their sub- 
sidiary banks from the earnings of those banks and with fresh capital 
supphed by the holding companies and thus improve the soundness 
of the banks. The record of General Contract Corp. in this regard 
is an excellent example. For all of the banks owned by General 
Contract Corp. the earnings after taxes from the time of our acquisition 
of them through December 31, 1954, amounted to $11,301,597. Re- 
-erve for losses in said banks for said period increased $1,063,973, or 
a grand total in profits and increase in reserves of $12,365,570. The 
cash dividends paid by all of said banks during this period amounted 
to $4.387,125, of which General Contract Corp. received $4,144,626. 
Therefore, the average dividends paid in proportion to earnings was 
roundly 35 percent. The remaining earnings amounting to 
$8,290,944 were retained by the respective banks. Besides this reten- 
tion of earnings, General Contract Corp. has contributed fresh capital 
to the extent of $455, 000 to Jefferson-Gravois Bank, and to the extent 
of $50,000 to Commercial & Industrial Bank. 

Holding companies improve and stabilize the management of 
their banks. 

’. Holding companies increase the earnings of their banks. Other 
things being equal, the more profitable banks are the sounder banks. 

4. W hereas, the owners of unit banks may understandably be most 
interested in ts aking out profits during their lifetime, the holding com- 
panies plan the long- range strengthening and development of banks 
owned by them. For this reason, holding companies generally take 
from their subsidiary banks only reason: able dividends, often substan- 
tially less than the dividends taken out of independent banks by their 
individual owners. 

The related activities carried on by bank holding companies, 
either directly or through nonbanking subsidiaries, add to the profits 
of the subsidiary banks. In addition, a strong holding company with 
profits available to it not only from subsidi: ary banks but also from 
related activities, is a source of strength which cannot be found in the 
ownership of a unit bank. 

Please allow me to thank you for the opportunity to appear before 
this committee. I have endeavored with utmost frankness to con- 
vince you that the bank holding company is a solid, responsible citizen, 
and that its subsidiary banks, which are operated in strict compliance 
with all laws, and with all orders of the appropriate regulatory bodies, 
are at least as sound as any independent banks and, in ‘addition, enjoy 
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certain other benefits which make them safer depositories for the 
funds of the people. 

(End of prepared statement.) 

Now, as a beginning I would like to express to the committee my 
appreciation for having been puneet to appear here. It is my first 
experience in Washington before any congressional committee, and I 
am very much impressed with the wonderful and conscientious way i) 
which this committee has conducted these hearings. 

My associate, Mr. Robert O. McNearney, a member of the law firm 
of Thompson, Mitchell, Thompson and Douglas, of St. Louis, and I, 
are very grateful to you and your staff. Mr. McNearney’s firm has 
been general counsel of our company since its beginning in 1913. 

The CuHatrMan. That is your privilege as a citizen. If you have an 
interest you have a right to appear before us, and you are worthy of 
all our consideration. 

Mr. Busu. Thank you, sir. 

I have been in the banking business—and, if I may be permitted 
to qualify myself as a witness, sir, I would like to do it—since 1935— 
this is my 30th year in either the banking or investment banking busi- 
ness, with the exception of 4 years when I was out of the country in 
the Air Forces. My father came from Ohio, where I lived until 20 
years ago. My father was the governor of the Federal Reserve Bank 
of Cleveland, where I was in the investment banking business, 
and through him and through my association there I learned something 
about the problems of the Federal Reserve bank and the banking 
system. 

My brother, Prescott Bush, has been a banker in New York for 
the past 30 years. He is with one of the smaller banks there, Brown 
Bros., Harriman & Co. He is now in Washington here, in the 
United States Senate, and he is also on the Banking and Currency 
Committee, in the United States Senate. 

Iam giving you that because I think I should divulge my entire pos!- 
tion to this committee, and my relations to the problem. 

Our corporation is composed of 8 banks, we own 1 insurance con- 
pany outright, a fire insurance company, and we own half of 2 other 
insurance companies, So for all intents and purposes we own three 
insurance companies. 

We also own a number of finance companies and small loan 
companies. We have offices, as indicated in my statement, in 8 States 
in the South and Southwest, although we do have an oflice in Pensa- 
cola, Fla., which is, of course, also in the South. 

Our total assets, including all of our companies and activities, are 
less than half the size of either of our two principal competing banks 
in St. Louis, both of which are in the neighborhood of $600 million, 
whereas our total assets are around $300 million. So we would hardly 
be considered to be the dominant influence in the St. Louis area. 

We have roundly 4,500 holders of our common stock, and 3,500 hold- 
ers of our preferred stock, so that, excluding any overlap—someone 
who might hold some of each— we have about 6,000 individual sep- 
arate stockholders. 

Our principal stockholder is a matter of some interest, in view of 
the criticism, and I might say even attack which has been made on us— 
our principal stockholder is Lindenwood College in St. Charles, Mo., 
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right across the river from St. Louis. They are our largest single 
stockholder. 

Back in 1915 or 1916 one of the founders of our institution died 
and left that college $10,000 worth of our stock. Today the value of 
their stock is tere $1 million, and has become, of course, their prin- 
cipal source of endowment. 

During the years, due to the expert investment advice they got from 
other people, they have sold off a lot of our stock, so that if today 
they still held the bequest that endowment would be close to $2 
inillion. 

These stockholders in St. Louis are for the most part small stock- 
holders, who have a thousand dollars or $2,000 worth of stock. As I 
say, in St. Louis alone there are approximately 3,500 of these indi- 
viduals. 

So I personally feel that the attack made on us here in the past 2 
or 3 days is not only an attack on me and my company but on all these 
people in the St. Louis area that own this stock. 

Among other things, 85 percent of all of our employees are stock- 
holders in our company. It doesn’t make any difference whether he 
is a janitor or an officer, or whatever his position might be in our com- 
panies, at least 85 percent hold stock in our company. Those who 
don’t are people who have come to work for us for summer jobs, or a 
cirl that might want to work for a year—things of that kind. You 
inust be with us 1 year before you can get into this stock profit-sharing 
plan which we have. 

We have based our business in St. Louis almost entirely, over the 
past years, particularly in our first 20 or 30 years of growth, in dealing 
with small people. We still do. 

There has been some testimony brought up, and there have been 
some questions by members of the committee, about local bankers, 
perhaps, not taking care of the people in their community, as far as 
loans are concerned. I might say that Mr. Blumeyer, our president, 
was the first person in St. Louis to make an FHA title IT loan, and 
also an FHA title I. The FHA title IT loan is a mortgage loan on 
one’s home. <A title I loan is where somebody wants to put in a fur- 
nace, or paint their house, and they borrow a thousand dollars or 
$2,000 for up to 3 years, and pay it off monthly. 

Two years ago we had, for instance, in our city, 10,000 separate 
individual loans on Muntz TV sets. I don’t know if you are familiar 
with Muntz TV, but it was a very widely advertised TV. set, a very 
inexpensive one, and a very good one—so far as I know; I have never 
had one, but I understand they are very good. The Muntz TV Co. 
went into reorganization under chapter X of the Bankruptcy Act, 
and although we had 10,000 separate individual loans—and I suppose 
the average balance was a hundred dollars, so that would make it total 
$1 million—the only credit losses charged against those loans totaled 
$5,000. But wi: & had deposited a reserve of $40,000 with us to take 
care of any possible losses during the term of these loans, so we expect 
we will be able to turn back to the company at least thirty or thirty- 
five thousand dollars when all of these loans are paid off. 

In that respect, I might say, over the years, making loans of this 
type on automobiles, appliances, and so forth, that our total loss ratio 
has been one-seventeenth of 1 percent, on any small loan, on any type of 
security, including no security. 





938 CONTROL AND REGULATION OF BANK HOLDING COMPANIES 


Our corporation was founded as a Morris Plan Bank, small-loan 
bank, in 1913, with $100,000 capital. It was known in St. Louis for 
many, many years as the poor man’s savings company, catering to 
small people. In 1923 we were granted a State charter to become a 
savings bank. 

During the crash of 1929 and the subsequent depression, the bank 
runs of 1933—I think most of you remember those terrible days—our 
savings bank, which was and always has been a State bank since its 
inception, during that period of the bank run our deposits increased 
instead of decreasing. So we were among the first banks to open up 
after the bank holiday, and our deposits were larger at that time than 
they were prior to the start of the bank run. 

I mention that because I think it is some indication—as I say, these 
are principally poor people who had their money in our bank—some 
evidence of the confidence those people had in the institution. I think 
it is right to put that in the record. 

In 1937 we became a commercial bank and started to accept demand 
deposits. Prior to that time our total deposits were $3 million, as 
against, today, some 102 or 103 million dollars, as the Bank of 
St. Louis. 

The question was raised in testimony presented yesterday, about 
taking people out of the Federal Reserve System. The fact of the 
inatter is our main bank and by far our largest and most important 
bank was not even eligible, nor would the Federal Reserve have taken 
us for the first 24 years of our existence, and having prospered and 
succeeded for 24 years, and, as I say, having come through the bank 
runs of 1933 with increasing deposits, we do not see any particular 
reason, from our standpoint, to join the Federal Reserve System. 
That does not mean that we do not have a very high regard for the 
Federal Reserve System. It means they would not have taken us for 
24 years if we wanted them, and we just felt that we had run our 
business to the satisfaction of everybody for 24 years, and we would 
go along in the same way, and that is what we have done. 

Mr. McDonougn. Are you under the State banking law ¢ 

Mr. Busn. We operate under the FDIC and the State banking 
uuthorities. I was coming to that in a moment. 

One witness from St. Louis, and one witness from Illinois, made 
remarks about our invading the great State of [llinois. Some 10 years 
ago we purchased a bank in Quincy, IIl., and although I have only 
been with this institution myself 8 years, so I am not entirely familiar 
with the details of how that came about, I am fully familiar with 
the acquisition of two banks this past fall in Benton and Zeigler, Ill. 

Mr. F. Guy Hitt, formerly of St. Louis, was first vice president of 
the Federal Reserve Bank of St. Louis for many years—I would say 
at least 10 years—and he came from over near Zeigler, Ill., where he 
was raised as a boy, and became president of the Zeigler Bank, and 
1 suppose is known to everybody in that area of southern Illinois. 

Last summer he came to see me and said he had a very serious prob- 
lem, that he and his wife owned about 20 percent of the stock in these 
banks, and there were several elderly ladies, widows of former asso- 
ciates of his who held stock, some of their children held stock, and 
he was getting on in years. they felt they had good value in their 
stocks, and he was afraid that if he died the stock would pass into 
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hands at substantial discounts from book value or true value of the 
stocks. Heasked us if we could help him. 

We discussed it at some length, and we said to him this: Mr. Hitt, 
if your stockholders, at least 80 percent of them, will write us, or 
write you, and tell us, or you, that they want to exchange their stock for 
our stock, and the ralue of our stock that we would give you being 
approximately the book value of your stock, a few dollars more or less, 
the difference being inconsequential, we will be glad to do that. So he 
talked to his stockholder s, and instead of 80 percent, 100 percent of 
them signed up and agreed that they wanted to do it. So we gave 
them approximately $1, 100,000 of value of our stock on the New York 
Stock Exchange. Since that time that $1,100,000 has increased to 
$1,400,000. So they are now $300,000 to the good; if any of these 
ladies or elderly people want to put their estates in shape, they can go 
to any broker in America and sell that stock on the New York Stock 
Exchange any day that they want to do so. 

So far none of them have seemed to want to do that, because the 
income that they are getting from our dividends is some 25 to 30 
percent more than they were getting from their own, and they seem 
to be very happy. 

The total deposits of the banks that we hold in Illinois, the three 
banks, I would say represent certainly less than half of 1 percent of 
the total deposits of banks in Illinois. It would be very difficult for 
me to understand how we could be invading anyone’s rights, or monop- 
olizing anyone’s business, with such an insignificant ‘interest in any 
banks in the State of Illinois. 

There has been a great deal of talk about how holding companies, 
groups far removed, handle the assets of banks which might be located 
some distance away. Since we have had—not counting these last 2 
Illinois banks, because the stock was only exchanged, and we only 
acquired them December 9, so we cannot tell until we have had a full 
year on that, but the other 6 banks, since we have had them all, the 
total earnings of those banks have amounted to roundly $12 million, 
the dividends paid to the holding company have been roundly $4 mil- 
lion; there has been plowed back into those banks, either into capital 
account or in reserves, $8 million. That means that our company has 
taken out about 35 percent, and the rest has gone to build those banks, 
either through capital or through reserve account, principally through 
capital account. 

By building these banks—and, incidentally, the earnings of each 
of those banks has been at least twice as much since we have acquired 
them as prior to our acquisition, sometimes three times as much, but 
by leaving that money in there and building up the banks in those 
communities, we have enabled those banks to extend their lending 
limits, to raise the salaries of the employees of the banks, and to render 
a better service generally to the community in which those particular 
banks are located. 

What I am going to say now I know could not apply to larger hold- 
ing compaines, because laws do not permit more than a certain num- 
ber of people on a board of directors, so it is no reflection on anyone, 
what I am about to say, but it just so happens in our case that the 
president of every bank that we have acquired is a member of our 
board of directors. He knows everything about what goes on in our 
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corporation so he can go back and tell his people everything about all 
the innermost secrets that go on in the General Contract Corp. 

We have 2 or 3 directors on the boards of most of our banks, 
although we have no directors on the boards of Mr. Hitt’s banks, 
those banks in Benton and Zeigler. 

Someone mentioned about the farmers’ loans being passed on by 
people from the city. I think I have been the closest one in our 
organization identified with these two banks in Benton and Zeigler, 
and, frankly, as yet I have never even looked at, or have no idea, to 
what farmers they are loaning money, or in what amounts. I know 
that they have a substantial number of farm loans, all of which have 
been very, very good. We have never changed the management of a 
single bank, even though it goes back for 10 years. We have never 
changed a president, or in any way tried to interfere with the local 
operation of that bank. Contrary to testimony introduced, on many 
occasions, where we have felt loans were desirable for that bank, where 
any local director has thought it was not, in all cases the bank has 
turned the loan request down, and has not made the loan. I say that 
because the local flavor of the loaning officers is strictly respected. 

I have here before me, Mr. Chairman, an opinion from the Illinois 
attorney general’s office, dated May 14, 1953, Mr. Latham Castle. His 
name has been introduced before in these hearings. 

I would like to introduce it in the record, if I might. 

The CHarreman. It may be incorporated in the record. 

(The material referred to follows :) 


ILLINOIS ATTORNEY GENERAL’S OPINIONS FOR THE YEAR 1953, LATHAM CASTLE, 
ATTORNEY GENERAL, No. 27, May 14, 1953 


Corporations—Parent and subsidiary corporations—Disregarding corporate 
entity: The separate corporate entities of a parent corporation and its sub- 
sidiaries may be disregarded where the subsidiaries are so organized and con- 
trolled and their affairs are so conducted as to make them merely the instrumen- 
tality, agency, conduit, or adjunct of the parent corporation. The determination 
of this question is a factual matter. 

Corporations—Parent and subsidiary corporations—Disregarding corporate 
entity: The separate corporate entities of a parent corporation and its sub- 
sidiaries, may be disregarded where dominion by the parent is so complete or 
interference so obtrusive that the general rules of agency may be applied and 
the parent be held to be a principal and the subsidiary an agent. Where control 
is less than this, the disregarding of the corporate entities will depend upon the 
test of honesty and justice. 

Corporations—Parent and _ subsidiary corporations—Prohibition against 
branch banking: Where dominion by a parent corporation has not been so com- 
plete nor interference so obtrusive that by the general rules of agency the 
parent and subsidiary corporations do not stand in the relation of principal 
and agent, and from an analysis of the facts it does not appear that the subsidi- 
aries have been used by the parent to avoid statutory duties or prohibitions, in- 
cluding the prohibition against branch banking, nor that the relations between the 
parent corporation and its subsidiaries have been dishonest or have resulted in 
unjust treatment of the subsidiaries, the ownership of subsidiary banks by a 
parent corporation does not violate the prohibition against branch banking con- 
tained in section 9 of the Illinois Banking Act. 

Statutes construed: Paragraph 9, chapter 16%, Illinois Revised Statutes, 1951. 
Paragraph 157.5, chapter 32, Dlinois Revised Statutes, 1951. 


Hon. CHARLES F’, CARPENTIER, 
Secretary of State, Springfield. 
(Attention: Paul V. Deames, Chief Examiner, Securities Department.) 


I have your letter of April 27, 1953, wherein you enclose a preliminary pros- 
pectus pertaining to a proposed offering of securities by General Contract Corp., 
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a Missouri corporation. You further state that the principal activities of this 
corporation consist of the operation and control of commercial banks, together 
with other operations which may be generally classified as those of a “finance 
company.” 

You request my opinion as to whether the operations of such corporation are 
such as to suggest a kind of branch banking which might be looked upon as 
being repugnant to the statutes of the State of Illinois. 

In your letter you further state, in part, as follows: 

“* * * your particular attention is drawn to a statement appearing on page 
16 under the heading of ‘Loans to Directors and Officers’ in which it is indicated 
that the company and controlled banks have loaned to officers and directors of 
General Contract Corp., in direct obligations, in the amount of $936,553.30, 
together with an additional amount in which officers and directors are liable 
as guarantor or comaker on loans aggregating $70,298.72. I am unable to 
determine from the financial statements the separate amounts loaned by the 
company and those loaned by the affiliated bank.” 

On page 3 of the prospectus enclosed with your letter, the following appears: 

“The principal business activities of the company and its subsidiaries consist 
of operation of commercial banks; purchase of installment obligations arising 
out of the sale of automobiles, farm implements, household appliances and furni- 
ture; lending of money to dealers to finance their purchase of automobiles for 
sale in their businesses; making small loans to individuals; and operation of 
insurance companies which chiefly insure against risks of loss of or damage to 
automobiles and damage to buildings. 

“General Contract Corp. owns all or a large majority of the stock of each of 
6 banks, several finance and loan companies, an insurance Company, and various 
insurance agency companies, plus 50 percent of the stock of two other insurance 
companies, and, in addition, it operates 11 branches located in Illinois, Arkansas, 
Louisiana, Mississippi and Texas primarily engaged in purchasing installment 
obligations.” 

It also appears on page 3 of the prospectus that the part of the net proceeds 
of the proposed securities issue might be used by the subject corporation to 
pay off loans made to it by two of its subsidary banks. 

At page 7 of the prospectus it appears that the subject corporation now 
operates directly in the finance and loan business, so that it is now an oper- 
ating company as well as a holding company. It also appears on page 7 that 
the subject corporation and its subsidiaries are engaged principally in the bank- 
ing, finance, insurance and loan businesses, and that the relative importance 
of the banking line of business in 1952, as shown by the interest of the subject 
corporation in net earnings, is 57.74 percent. It further appears on page 7 that 
the Hinois State Bank of Quincy is one of the subsidiaries of the subject corpora- 
tion. 

On page 16 of the prospectus, in a provision relating to loans to directors and 
officers of the subject corporation, the following appears: 

“As of March 23, 1953, the company and its subsidiary banks had outstanding 
loans to certain of the officers and directors of General Contract Corp. aggre- 
gating $936,666.30. (In addition, certain of said officers and directors are 
liable as guarantor or comaker on loans aggregating $70,298.72.) In the opinion 
of the company, all such loans are secured by sufficient collaterial.” 

On page 39 of the prospectus, it appears that, as of December 31, 1952, loans 
and advances to officers and directors of General Contract Corp. by the majority- 
owned subsidiary banks of said corporation was in amount of $753,453. 

On page 38 of said prospectus it appears that the total assets, as of December 
“1, 1952, of the majority-owned subsidiary banks of General Contract Corp., 
were in amount of $209,610,240. 

In your letter you also point to the recent closings of three banks in the Chicago 
suburban area which closings appear to have stemmed from the substantial 
ownership of the capital stocks of the banks which were closed, and, presumably, 
some domination of management, by a finance company located in a State other 
than Illinois, and the resulting rediscounting operations by the controling com- 
pany with the three controled banks. 

I agree with your statement that it does not clearly appear from the file sub- 
mitted with your letter that rediscounting operations, similar to those carried 
on in the three banks in the Chicago suburban area, are carried on with the 
subsidiary banks of General Contract Corp. 

In respect to the fact that the subject corporation owns a majority of the stock 
of certain banking corporations, it is not believed that such ownership, alone, 
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is unlawful. Section 5 (g) of the Business Corporation Act (par 157.5 (g), ch. 
32, ILL Rev. Stats. 1951), authorizes corporations to own shares or other interests 
in other domestic or foreign corporations. Under similar provisions contained 
in section 6 (6) of the General Corporation Act of 1919 (Laws, 1919, pp. 312, 318; 
par. 6, ch. 32, Smith-Hurd Ill. Rev. Stats, 1931), it has been held that a domestic 
corporation is authorized to hold and own stock of a banking corporation. (Roth 
v. Ahrensfeld, 300 Ill. App. 312, 321, aff'd. in 373 Ill. 550; Flanagan v. Madison 
Square State Bank, 292 111 App. 448, 455). In Lewis v. West Side Trust & Savings 
Bank (376 IL. 28), at page 44, the court said: 

“Defendants insist that it is against the public policy of this State to permit 
a corporation to hold stock of a banking corporation but what we have said shows 
this point is groundless. The legislature, which is the judge of what is politic 
for this State, changed its policy by the 1919 Corporation Act, and stockholding 
by corporations was thereby authorized.” 

It is thus apparent that it does not violate the public policy of this State to 
permit a corporation to hold stock of a banking corporation. 

In respect to the rule in other jurisdictions, in the case of Citizens Bank v. 
Mutual Trust & Deposit Co. ( (Ky. 1924), 266 S. W. 874, 40 A. L. R. 1001), it was 
held that public policy did not forbid the holding of stock in a local bank by 
a foreign corporation. 

I conclude, therefore, that the owning and holding of stock in an Illinois 
bank by the subject corporation, organized under the laws of the State of Mis- 
souri, does not violate any statute of this State and is not in contravention of 
the public policy of this State. 

Section 9 of the Illinois Banking Act (par. 9, ch. 1614, Ill. Rey. Stats. 1951), 
provides in part as follows: 

“No bank shall establish or maintain more than one banking house, or receive 
deposits, or paychecks at any other place than such banking house, and no bank 
shall establish or maintain in this or any other State or country any branch bank, 
nor shall it establish or maintain in this State any branch office or additional 
office or agency for the purpose of conducting any of its business.” 

The question you raise is whether or not the relationship of the parent corpora- 
tion (General Contract Corp.) to its bank subsidiaries is such as to constitute the 
parent as a corporation engaging in banking operations, and thus to render the 
subsidiary banks as branches thereof. It will be noted that the prohibition against 
branch banking does not prohibit the ownership of stock in a bank by a corpora- 
tion nor prohibit a corporation from acquiring control of a bank. The prohibition 
against branch banking does not prohibit the relation of parent and subsidiary 
corporations. The right of a corporation to acquire ownership of bank stecks 
carries with it the right to obtain control of the bank. (Roedelsheim y. 12th St. 
Store Corp., 325 Ill. App. 692). 

From the file submitted, it is apparent that the General Contract Corp. is not 
organized as a bank. It appears to have been originally a holding company. It 
now owns all or a large majority of the stock of a number of banks, several 
finance and loan companies, an insurance Company, and yarious insurance agency 
companies, and operates 11 branches located in several States engaged in pur- 
chasing installment obligations. It is thus apparent that it is now operating 
directly in the finance and loan business, and is thus an operating company as 
well as a holding company. 

It is further apparent that the General Contract Corp. is a corporate entity 
entirely separate and apart from its various bank subsidiaries. 

In respect to the rule that subsidiaries cannot be used by a parent corporation 
to evade statutory duties or prohibitions, it is stated in Ballantine on Corpora- 
tions, revised edition, page 329, as follows: 

“While affiliated and subsidiary corporations often serve useful and legitimate 
purposes, they have also been used as a subterfuge or means of evasion of statu- 
tory restrictions and regulations. Problems of construction arise under various 
statutory provisions as to when the regulations apply to controlling and subsid- 
iary corporations under different circumstances. Thus the National Labor Rela- 
tions Act has been held to apply to a parent corporation which actively interfered 
with the unionization of the employees of a wholly owned subsidiary, as within 
the definition of the term ‘employer’ under the act. 

“Great abuse arose in the period 1927-29 from the use by banks of security 
affiliates for purposes of speculation. In 1933 national and member banks of the 
Federal Reserve System were restrained from using subsidiaries and affiliates 
for dealing in and underwriting shares and securities. The protection afforded 
to creditors by the double liability of shareholders in banks cannot be defeated 
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by the device of a bank stock holding company. The double liability attaches to 
shareholders of the holding company, holding only double liability bank stock, 
where the purpose is to avoid this statutory liability to creditors.” [Emphasis 
added. | 

If the prohibition against branch banking is held to apply to the parent corpo- 
ration, not organized as a bank, it is apparent that the separate corporate entities 
of the parent corporation and its subsidiary banks must be disregarded. Whether 
such various corporate entities will be disregarded, and thus the parent corpora- 
tion be held to be engaged in banking operations and its subsidiary banks be held 
to be branches thereof, will depend primarily on the facts. 

In numerous cases the corporate entity has been disregarded where the corpo- 
ration is so organized and controlled and its affairs are so conducted, as to make 
it merely the instrumentality, agency, conduit, or adjunct of another corporation 
(1 Fletcher Cye. Corporatious, Perm. Ed., pp. 154-155; also, see Dregne v. Five 
Cent Cab Co., 381 ILL. 594, 602-603 ). 

Whether one corporation is merely an agency or instrumentality of another is 
a question of fact (1 Fletcher, supra, pp. 157-158; Barkey v. Third Ave. R. Co. 
(N. ¥. 1926) 155 N. E. 58, 50 A. L. R. 599, per Cardozo, J.; Soniumer v. 
Votor Coach Co. (Washington, 1933), 26 P. 2d 92, 99). 

This question of fact depends on many circumstances. The sameness of mem- 
hers, officers, and objects, and the absence of distinct interests, are indicia of 
agency or instrumentality, while differences in officers, objects, or conduct are 
indicia of separate corporate entities (1 Fletcher, supra, p. 157). Whether the 
subject parent corporation and its subsidiary banking corporations are to be 
considered as one large corporation, engaging in banking operations, will depend 
not only on the facts presented but also upon the application of certain legal 
principles to these facts. It is believed that a good statement of the legal prin- 
ciples applicable to a factual situation for the purpose of determining whether 
the corporate entity between parent and subsidiary corporations should be dis- 
regarded, is set forth in the famous case of Barkey vy. Third Ave. R. Co. ((N. Y. 
1926), 155 N. E. 48), where the court, through Judge Cardozo, at page 61 of its 
its opinion, said: 

“The whole problem of the relation between parent and subsidiary corpora- 
tions is one that is still enveloped in the mists of metaphor. Metaphors in law 
are to be narrowly watched, for starting as devices to liberate thought, they end 
often by enslaving it. We say at times that the corporate entity will be ignored 
when the parent corporation operates a business through a subsidiary which is 
characterized as an ‘alias’ or a ‘dummy.’ All this is well enough if the pic- 
turesqueness of the epithets does not lead us to forget that the essential term 
to be defined is the act of operation. Dominion may be so complete, interference 
<0 obtrusive, that by the general rules of agency the parent will be a principal 
and the subsidiary an agent. Where control is Icss than this, we are remitted to 
the tests of honesty and justice (Ballantine, Parent and Subsidiary Corporations, 
14 Cal. Law Review, 12, 18, 19, 20). Whe logical consistency of a juridical 
conception will indeed be sacrified at times, when the sacrifice is essential to the 
end that some accepted public policy may be defended or upheld. This is so, for 
illustration, though agency in any proper sense is lacking, where the attempted 
separation between parent and subsidiary will work a fraud upon the law (Chi- 
cago M. & St. P. R. Co. v. Minneapolis Vivie &d Commerce Ass’n., 247 U. S. 490, 38 
S. Ot. 553, 62 L. Ed. 1229; United States v. Reading Co., 253 U. S. 26, 61, 63, 
10 S. Ct. 425, 64 L. Ed. 760). At such times unity is ascribed to parts which, at 
least for many purposes, retain an independent life, for the reason that only thus 
can we overcome a perversion of the privilege to do business in a corporate form.” 
| mphasis added. ] 

In discussing the principles set forth in the above quotation from the Barkey 
case, supra, the New York Court of Appeals, in the case of Rapid Transit Subway 
Const. Co. v. City of New York ((N. Y. 1982) 182 N. EB. 145), at page 150, suc- 
cinctly observed : 

“Here we are relegated to the ‘tests of honesty and justice, and no rigid yard- 
stick has ever been fashioned which will measure honesty and justice.” 

From the facts here presented, it does not appear that dominion by the parent 
corporation has been so complete, nor that interference has been so obtrusive, 
that by the general rules of agency the parent and subsidiary corporations are 
one. Accordingly, as stated in the Barkey case, supra, the criterion is the test 
of honesty and justice. As stated in the Rapid Transit Subway Const. Co. case, 
supra, no rigid yardstick has ever been fashioned which will measure honesty 
and justice. From the file submitted, it does not appear that the relations 
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between the subject parent corporation and its subsidiaries have been dishonest 
or have resulted in unjust treatment of the subsidiaries. It does not appear that 
the subsidiaries have been used by the parent to avoid statutory duties or prohi- 
bitions, including the prohibition against branch banking. 

After a careful review of the file submitted, I am of the opinion that the facts 
therein do not disclose that the operations of the subject corporation and its 
subsidiary banks have been such as to violate the prohibition against branch 
banking contained in section 9 of the Illinois Banking Act. 

Mr. Busn. I will not take up the time of the committee to read that 
opinion. In brief, it says that holding companies owning banks in 
Illinois do not violate the branch banking statutes of the State of 
Illinois. This is in contradiction to testimony presented previously to 
you, ladies and gentlemen. 

The CuHarrman. Is that the opinion of the attorney general of 
Illinois? 

Mr. Busn. Yes,sir; Mr. Latham Castle. 

Now, this question of serving your community, which the committee 
is studying, and which I think is the right thing to do, in protecting 
the people, which I know you all want to do, is a very important 
question. 

Mr. Blumeyer, president and founder of our organization, received 
in December 1954 an award known as the St. Louis Award. That 
award is not usually given to businessmen, but is usually given to 
people of high accomplishment in various fields of science or education. 

For instance, in recent years it has been given to Federal District 
Judge George Moore, one of the most respected members of the bench 
in the country, to Madame Cori and her husband, who did such 
wonderful work on cancer at Washington University; Mr. George 
Vierheller, director of the St. Louis Zoo, received this award for having 
done so much for all the people of St. Louis. 

Now, Mr. Blumeyer received that award this year, the year 1954, 
and the reason he got it was because, as the award cites, it was felt 
that he had done more for the common people of St. Louis than any- 
body else in the past year. He has been chairman of the St. Louis 
Housing Authority for many years, and almost singlehandedly has 
been responsible for the leadership in clearing the slum areas in St. 
Louis and building these wonderful housing units for people who 
cannot afford higher priced living quarters. 

As you know, in these public housing buildings and developments 
you cannot live in them if your income is over a certain amount of 
money per year. You must be in the very lowest type of income 
bracket to be eligible to even have residence there, and it has been a 
very wonderful thing for the city of St. Louis. 

The people on that award committee—the chairman of it is the 
chancellor of Washington University of St. Louis, and Father Reinert, 

resident of St. Louis University is a member—they are men of that 
kind who compose this committee. 

Incidentally, those universities, too, are stockholders of ours, and 
have sent us very complimentary letters on our activities. They seem 
to think we are all right. 

I think one of the greatest evils today, which I think you gentlemen 
and ladies are studying, what you ought to stamp out, are the evils 
which exist in the banking world today, and I don’t think that this 
legislation at all stamps out any evils because I personally know of no 
evils existing in bank holding companies. But one of the evils that 
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does exist, which this does not stamp out, is something which has gone 
on for years, I regret to say, in this country, at least in some parts of 
the country, and it is this: You have a small independent bank owned 
by a few people, maybe the president, the vice president, and the 
cashier own some stock, and certain other citizens or directors. One 
of them dies, and his widow wants to sell the stock—lI have one such 
case in mind in our area. Well, the book value of that stock might be, 
say, $110. But there has never been a printed quotation by a broker 
of over $70 per share. So what happens? That poor lady, or those 
poor children, it might be, they say they have to buy a home, and they 
will say, well, here is the newspaper which says the best bid is $70, and 
because we are fond of you we will give you $80. The sound and 
appreciated book value is $110. 

{ am bringing that up because in all the deals that we have made 
we have made them right at the book value, and sometimes even more. 
And the people then can go, as I have already said, to any reputable 
broker, or look in the newspaper, and sell their stock, if they are forced 
to do so, at its true value. 

The Cuarrman. Mr. Bush, the holding company is the general Con- 
tract Co., is it? 

Mr. Busu. Yes, sir. 

The Cuatrman. How was that organized ? 

Mr. Busn. The name or the organization / 

The CuatrMan. How was it organized? Under the laws of the 
State of Missouri ¢ 

Mr. Busu. Yes, sir. 

The CHarrman. What were its charter powers? What was it 
organized for? What was its primary purpose? 

Mr. Busu. Might I have Mr. McNearney answer that because I 
believe he prepared those papers, sir. 

The CuarrMan. Yes, sir. 

Mr. McNearney. It has the broadest possible powers under the 
laws of the State of Missouri, sir, including the power to own banks, 
operate finance companies, to make loans, to engage as an insurance 
agent, or otherwise. It has every power that can be obtained under 
the laws of the State of Missouri, excepting specific power to engage as 
a bank itself, or specific powers to engage as an insurance company. 

The CuHarrmMan. It can own both banks and insurance companies, 
but cannot directly engage in that business; is that it ? 

Mr. McNerarney. That is right. You see, the banks are separately 
chartered under separate statutes, and a general business corpora- 
tion cannot be chartered as a bank. 

The Cuatrman. That is under the general laws of the State of 
Missouri ? 

Mr. McNearney. That is right. 

The CHatrrman. Where are the subsidiaries? How are its subsidi- 
aries organized? The banks you control. Are they all organized 
under the laws of the State of Missouri ? 

Mr. McNearney. No, sir; there are 4 banks organized under the 
laws of the State of Missouri; there is 1 organized under the laws of 
the State of Illinois—3, rather, now, organized under the laws of the 


State of Illinois—1 organized under the laws of the State of Tennes- 
see. 
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The Cuarrman. No national banks? 

Mr. McNearney. That is right. 

The CHarrMan. What are the powers of those banks, under their 
charters ? 

Mr. McNearney. I don’t have their charters in front of me, sir. In 
each case there is a specific statute saying what their powers are, 
power to engage in the general banking business, and everything that 
that entails. 

The Cuatrrman. And this organization, the General Contract Corp., 
was organized under the laws of the State of Missouri, for the specific 
purpose of acquiring banks? 

Mr. McNearney. No, sir; that is not correct. The General Contract 
Corp., if I may give you a bit of its history, was organized in 1946, 
Prior to 1946 the Industrial Bank Trust Co., a trust company? or- 
ganized under the laws of the State of Missouri, was the holding com- 
pany. The Industrial Bank & Trust Co. itself owned the other banks. 
There were not that many at that time, and it owned a company known 
as the Industrial Credit Corp., which in turn owned various insur- 
ance companies, finance companies, and loan companies. 

Now, it was decided, by management, in 1945 and 1946, to reorganize 
the corporation, to get the bank out of the business of being itself a 
holding company. At that time the General Contract Corp. was 
created to take over the holding-company functions of the benk. 

You see the way this company originated, sir, it started as a bank. 
It was a bank which acquired other banks, and other businesses, and 
then the General Contract Corp. was created to take over the holding- 
company functions of that bank. 

The Cuatrman. Now, it has taken over these banks in Missouri. 
Illinois, and Tennessee. What other activities is it engaged in! 
What insurance companies does it control ? 

Mr. Busu. We own a hundred percent of 1 insurance company, 
fire-insurance company, writing loans on homes and automobiles, and 
then 50 percent in 2 other companies; so you might say 3 companies. 

The CHarrman. Under the laws of what State are those corpora- 
tions organized ? 

Mr. McNearney. They are organized under the laws of the State 
of Missouri, sir, all of them. 

The Cuatrman. With regard to the banks that you own, how many 
of those banks are members of the Federal Reserve System? 

Mr. Busn. None whatever. They are all State banks, operating 
under State charter. 

The Cuarrman. But they could still be members if they desired. 
How many of them are under the FDIC ? 

Mr. Busu. Allof them. 

The Cuatrman. How big are those banks? 

Mr. Busn. The Bank of St. Louis, around $115 million on the year 
end, total footings. The next largest one, total footings would be 
approximately $25 million. They go from there on down. The 
two new banks in Illinois are each worth about $7 million total assets 
each, $7 or $8 million. 

So they go from about, outside of our main bank, $25 million to. 
say $7 million. 

The Cnarrman. What advantage do you find in including insurance 
corporations ? 
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Mr. Busu. There was a period of time, when Washington Fire 
& Marine—that was our first company, our main company—where 
the general run of companies, fire-insurance companies, were not 
anxious to write policies on automobiles. We were the first bank in 
St. Louis, when automobiles, after World War I, became so popular, 
to become very actively engaged i in the financing of those automobiles. 
We developed that business in great magnitude. So that we found 
that we had to have a fire-insurance company if we were going to 
insure. You see, we couldn’t make a loan on an automobile that wasn’t 
insured, because if it was smashed or stolen the loan would be no 
good. That was the reason that the insurance company was started. 

The Cuamman. Are your banks all organized under the general 
banking laws of the State ? 

Mr. Busu. Yes, sir. 

The Cuarrman. They all do a general banking business ? 

Mr. Busu. Yes, sir; just like’ any other bank. You know, Mr. 
( *hairman, for instance, in the State of Missouri only about, I would 
say, 20 or 25 percent of the banks in Missouri are members of the Fed- 
eral Reserve System, So it isn’t as though we were in a class by our- 
selves. 

The CuarrmMan. How do you maintain the control over these banks ? 

Mr. Busu. The control ? 

The CuatrMan. Yes, sir; by the shares of the voting stock that you 
own, 

Mr. Busu. In all cases, or practically all, we own practically all 
of the stock of all those banks. 

The CrarrMan. You own all of the shares / 

Mr. Busu. Not all the shares. In some cases perhaps we don’t own 
» percent, which is tied up in an estate, where there is no way to get 
out, because of legal difficulties and technicalities. 

The CnHarrMan. But you have the voting power ’ 

Mr. Busu. Yes, sir; the entire voting power. 

The CuHarrmMan. Have you the same power in the insurance com- 
panies ¢ 

Mr. Busu. Yes, sir. 

The Carman. You own practically all the stock or the voting 
power of the insurance companies ? 

Mr. Busu. We own a hundred percent of the voting stock of 1 and 
50 percent of the other 2. 

Mr. Kitsurn. Don’t the directors have qualifying shares? 

Mr. Busu. Yes, sir; I assumed that would go without my saying so. 

The CuatrMan. You control the directors, then, of all these corpora- 
tions ? 

Mr. Bus. Yes, sir. We select them. I wouldn't say we control 
them, because that is not true. We don’t control them. 

The Cnarrman. But you have the power to elect, and you have the 
power to fire if you desire ? 

Mr. Busn. Yes, sir; we do, absolutely. 

The Cratrman. What has been the growth of your organization ? 
Have you increased your holdings? 

Mr. Busu. We increased our holdings in the year 1954, by buying 
2 banks in southern Illinois, with assets of approximately $7 million 
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The Cuarrman. All of these banks which you control in Lllinois, 
Missouri, and Tennessee, are absolutely under the corporation in Mis- 
souri 

Mr. Busu. We elect all of their directors. 

The CuarrmMan, I suppose in most of the States the directors have 
to be local people? 

Mr. Busu. Whether they are or not 

The CuarrMan. Well, is there a provision in the law that requires 
that most of the directors must be local people ? 

Mr. Busu. We have never attempted to elect a majority of the 
board from our company. We have never had one yet. In fact, Mr. 
McNearney reminds me, that the local directors of the banks have re- 
mained as a majority on each board and without much change over 
the years. 

The Cuarrman. How many of the board of directors, of the General 
Contract Corp., are on the directorates of these banks and insurance 
companies ¢ 
Z Mr. Buss. How many members of the board of General Contract 

orp. ! 

The Cuatrman. Yes, sir. 

Mr. Busu. In some cases there are as many as 5 out of 11, in Mem- 
phis, Tenn. In other cases it would be 3 or 4 out of 9 or 11, and in 
some cases none at all. 

The Cuatrman. That is the number of members of the board of 
General Contract Corp. on these other boards? 

Mr. Busu. Yes, sir. Always the majority is in the local community. 

The Cuatrman. Very few of these members of the board of direc- 
tors of the General Contract Corp. could qualify as to residence in 
those local corporations; isn’t that true ? 

Mr. Busn. To my knowledge, we have never had any legal diffi- 
—_ in electing 2 or 3 directors in each of these States that you speak 
of. 

The CuatrmMan. But they were nonresident directors? 

Mr. Busn. Yes, sir. 

Mr. McNearney points out that four of our banks are in St. Louis, 
so, of course, there would be no difficulty there. 

The Cuatrman. How many of the directors of the holding company 
sit on the boards of directors of the banks in St. Louis? 

Mr. Busu. Every president, and in some cases the vice president, 
sit on our board of directors. 

The CHarrman. So you have a pretty intimate association of the 
operations in all your subsidiaries? 

Mr. Bus. We do. 

Mr. McNearney. Mr. Spence, if I might make a statement about 
that, the Bank of St. Louis, in our organization, was historically the 
organization. General Contract grew out of the Bank of St. Louis, 
so that actually the real management and nucleus of the organization 
has always been our principal bank. 

The Cuarrman. It still is? 

Mr. McNearney. It still is. The bank, itself, rather than the hold- 
ing company, has been the source of the management of the whole 
organization. 

The Cuarrman. But control is in the General Contract Corp., of 
course ¢ 
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Mr. McNrarney. General Contract Corp. is the legal owner of these 
other companies; that is correct. 

The CuairMan. And has control of all of them / 

Mr. McNearney. That is correct. 

Mr. Busn. May I make correction, sir? I think I gave the wrong 
impression. 

These presidents of the outside banks are not directors of the Bank 
of St. Louis, they are directors of the holding company, General Con- 
tract Corp. They are not directors of the Bank of St. Louis. 

Now, as I say, we would be just as anxious as anybody else to cor 
rect any evil that exists in the banking business. If I knew of one 
single evil that existed in the St. Louis area I would be just as glad as 
anyone to see legislation enacted to cure that evil. 

I think that Chairman Martin or Governor Robertson were asked 
that direct question, What evil does exist? Is there an evil existing ? 
And they said “None that we know of.” 

We are regulated at the present time. We come under the regu- 
lations of the Federal Deposit Insurance Corporation, the State 
banking authorities, under which we operate, the Securities and Ex- 
change Commission, the New York Stock Exchange, the Midwest 
Stock Exchange, the State insurance departments of the various States 
in which we operate, the small loan departments of the States in which 
operate small loan offices. 

We also have all of our companies examined by outside independ- 
ent accountants who certify, annually, our figures, which we release 
to the stock exchange, to our stockholders and depositors. 

We feel that we are very well regulated at the present time, with 
all these various agencies examining us, and with our sending volumi- 
nous reports to these various agencies all throughout the year. 

We don’t see, at this time, any need for legislation to cure an evil, 
or even a threatened evil against bank holding companies. 

The CHarrMan. Your argument seems to be that you have not mis- 
used the power that has been given to you. 

Mr. Busu. Yes, sir. 

The Cuatrman. I think the question we have to consider is whether 
we have given too much power even to good companies, because we 
cannot be assured that the power has not been misused or will not be 
misused in the future, and the question is whether we have given too 
much power which a good man might never misuse, but which a bad 
man might misuse contrary to the interests of all the people. 

I think that is the question this Congress has to decide. I wouldn’t 
be surprised if you gave power to a good dictator in Germany, whether 
he might not have done all right. But they gave the power to Hitler. 
I don’t know whether any Hitlers will arise in the banking business 
in the future, or not. I hope not. And, in general, I don’t indict all 
holding companies because they have this power. They might use it 
all right. But it is a power, and it is a power which can be misused 
if they want to misuse it. 

Mr. Busu. Sir, may I say that I think the power to regulate evil 
in banking can only come from the Father in Heaven and not from 
anyone else. If someone is going to go south—pardon my slang— 
he can go south with other people’s money from an independent bank 
or any other kind of a bank, and there is no law that I know of that 
is going to stop that. 
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The Cuarman. That is an argument for us to say our prayers. 

Mr. Busu. Yes, sir. 

But my main point, Mr. Chairman, is that I don’t think that these 
holding companies—that if examples of abuses, for instance you all 
recall the public utility holding companies. I went through all that 
period in the investment banking business, and saw these terrible 
abuses that took place, and the unregulated exchange and unregulated 
brokers. I was unregulated myself—my firm. Not that my firm 
did, but all firms to some extent did not take the precautions that are 
taken today as a result of the Securities Act of 1933 and the Securities 
and Exchange Act, and it has been a very wonderful thing. 

But those acts were passed to cure abuses which had taken place, 
and they were wonderful legislation. I cannot truthfully say to this 
committee that I know of one single thing which has ever happened 
in bank holding companies that is evil in any respect, and that is why I 
think the legislation, which is going to hurt us very badly, and make 
us divest ourselves of these other activities, and which might make 
us divest ourselves of these banks across State lines, all of those things 
which have taken years to build up and then with one stroke to wash 
all that out, and our 6,000 stockholders—pardon me, sir. 

The Cuatrman. The bill will not do that. The bill will just pre- 
vent you probably from expanding without proper authority from 
the governing authorities. It would not make you divest what you 
have now. It would only affect expansion of holding companies in 
the future, and their creation. 

Mr. Bus. Mr. Chairman, I certainly would not want to disagree 
with anyone so experienced as you, so please forgive me, but I think 
this bill would make us divest ourselves of our insurance company 
operations. 

The CHarrman. Oh, yes, if the insurance company is a nonbank- 
ing business, it would make you divest yourselves of that business, 
that is correct. 

Are there further questions ? 

Mr. Parman. I want to ask a question, Mr. Chairman. 

The Cuatrman. Mr. Patman. 

Mr. Brown. Mr. Patman, I would like to have the witness explain 
what he means when he speaks of divesting himself of certain in- 
terests. 

Mr. Busu. I didn’t understand your question. 

Mr. Brown. You say this bill would make you divest yourselves 
of certain interests you have; is that right? 

Mr. Busn. Yes, sir. 

Mr. Brown. Explain what that is. Let us get the whole picture. 

Mr. Busn. Well, of course, what are banking interests and what 
are not banking interests has not yet been clearly defined, sir. If I 
knew, if we all knew here exactly what was termed nonbanking and 
what was termed banking, I could answer that question. 

For instance, these insurance companies, which write the insurance 
on our automobiles, the automobiles which we finance, if we had to 
divest ourselves of that that would be a very serious blow to our corp- 
oration. 

The Craimman. You would still continue to control all the banks 
that you now exercise control over. There is no doubt about that ? 
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Mr. Busu. Yes, but a very substantial portion of our business is in 
the field of finance companies. We own finance companies, Securities 
Investment Corp. 

The CuatrmMan. Under what laws is that organized ¢ 

Mr. Busu. The laws of the State of Delaware, sir. Securities 
Investment Co., it is a finance company, which has offices in approxi- 
mately eight States. 

The Cuarrman. What are the powers of that corporation, under 
its charter? I know they are broad or you wouldn’t be organized 
under the State of Delaware. 

Mr. McNearney. That is right, sir, they are broad powers. It is 
a loan and finance company and has power principally to engage in 
the lending business and the finance business. That is its activity. 
It does not own banks. It is a subsidiary—— 

The CuyarrmMan. That company does not do a banking business ? 

Mr. Busn. No, sir. 

Mr. McNearnry. Well, sir, it does a loan and finance business. 

The Cuairman. What does it lend on? 

Mr. Busn. Automobiles, furniture, refrigerators, gas furnaces, and 
what have you. All kinds of apphances 

The Crarrman. Is it limited to that / 

Mr. Busn. Under its charter, I don’t know, but that is everything 
that it does, or ever has done. It has been in existence 40 years, to my 
personal knowledge. 

The Cuairman. How big is that company ? 

Mr. Busu. That is a very interesting question. That company has 
total lines of credit—a finance company can only get lines of credit 
in proportion to its capital, as you know, from banks—now, its total 
lines of credit today are $34 million, and those lines of credit are with 
banks all over the country, banks in Chicago, New York, Boston. 

The Cuatrman. Where is their principal place of business ? 

Mr. Busn. St. Louis, Mo. 

The Cuatrman. How about the directorate of that company? Are 
the directors of the General Contract Co. also directors of the finance 
company ¢ 

Mr. Busu. Yes, sir; they are 

The Cuairman. You control that, too? 

Mr. Busu. We have three directors on that board. I think the total 
on the board are 11. The president and vice president of the company 
who have been with the company for many years are still president 
and vice president. 

The CuairMAN. How old is that company / 

Mr. Busn. That company was founded in 1918. 

The CHatrrman. When did General Contract Corp. acquire it? 

Mr. Busn. 1952. 

The CuatrMan. How big was the company you acquired ? 

Mr. Busu. Well, I can do the best by saying these lines of credit at 
that time were somewhere between 15 and 20 million dollars; they are 
now $34 million. 

The Cuairman. How much has it grown since that time ? 

Mr. Busu. Well, I say it has grown—I would say it has doubled or 
tripled since we bought. 

The CuHatrman. You bought it in 1952? 
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Mr. Busu. Yes, sir. Along that line, I might say our principal 
competitor is the General Motors Acceptance Corp. ‘That is owned by 
General Motors, and I see that as of June 30, last year, their assets 
were $2,650 million. 

One of our other big competitors in that field is CIT, with assets of 
$1,540,000,000. So ours with a $35 million line of credit, would sort of 
be small fry, you might say. We don’t think we are small fry, but 
comparatively we are. 

Mr. Kizsurn. Do you understand that under this bill, af you did 
divest yourselves and just had banks, under this bill could you put ina 
new branch, if you wanted to? 

Mr. Busu. No, sir; not in any State in which we operate. 

Mr. Bass. Mr. Chairman, I have a question. 

The CHarrman. Mr. Bass. 

Mr. Bass. Are you familiar with the amendments that Chairman 
Martin suggested to the committee 2 days ago? 

Mr. Busu. I heard his testimony. 

Mr. Bass. Would you comment on your reaction to his suggestion ¢ 

Mr. Busn. Well, in particular, do you refer to the single agency 
administering this bill? 

Mr. Bass. Yes, I refer to his prepared statement, in which he made 
certain specific suggestions amending this Spence bill. As I under- 
stood them, they didn’t go quite as far as the present provisions of the 
bill but still if enacted would account for some regulations of holding 
companies. 

I wondered if you are familiar with them, what you thought of his 
proposals? I don’t want to take your time. If you are not. familiar 
with them, it is all right. 

Mr. Busu. I would say this: That I don’t think I am particularly 
qualified, Mr. Bass. I certainly don’t want to evade your question, and 
am not trying to do that, but I don’t think I am qualified. Anything 
I would tell you on that I doubt if it would be worth your time to 
listen to. 

Of course, whatever his amendments would be, the bill would still 
injure us, even with those amendments. although I must say that we 
were very much impressed with his testimony, and with that by Gov- 
ernor Robertson, but we still didn’t feel at the conclusion that they 
had answered questions as to what was banking business and what was 
not. I don’t think they tried to avoid that; I just don’t think they 
made itclear. They didn’t to me. 

Mr. Bass. I was very much impressed by what he said, and it seemed 
to me the suggested amendments were reasonable, and I was impressed 
by the point that he made that even though he saw no evils existing 
now, that this was the time, perhaps, to enact such legislation, rather 
than later when perhaps that would not be the case, and we might get 
a more violent bill. 

Mr. Busu. Well, if under the broadest definition Mr. Robertson and 
Chairman Martin, particularly Governor Robertson, I could see the 
possibility that under the broadest definitions the thing could be 
worked out satisfactorily, but 

Mr. Bass. You oppose any further regulation ? 

Mr. Busu. At this time, Mr. Bass, we oppose—until such time as we 
would see any evil whatsoever come into existence, we feel that thous- 
ands of people are going to be needlessly hurt by this legislation. That 
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is the way I feel about it. Although I do not, as I said previously, as 
far as Chairman Martin is concerned—I have known Chairman Mar- 
tin long before he was president of thé New York Stock Exchange and 
had the highest admiration for him, but I guess on certain subjects 
we just don’t see eye to eye. 

Mrs. Sutiivan. Mr. Chairman. 

The Cuarrman. Mrs. Sullivan. 

Mrs. Sutiivan. Mr. Bush, I would like to know why does the Gen- 
eral Contract Corp. feel it necessary to acquire insurance businesses ? 

Mr. Busu. There was a time, 10 or 12 years ago, Mrs. Sullivan, 
where, I guess due to the bad experience on automobiles, insurance 
companies as a rule would not insure them. We could not get the 
automobiles insured in sufficient quantity for us to make loans on 
those automobiles. 

So in order that we might satisfy our customers and loan on their 
cars we had to provide a company, and we were forced to provide a 
company to write insurance against fire and theft. And that is the 
reason. 

We did not want to go out and buy an insurance company, but we 
had to do it to protect our existing business, which was financing of 
automobiles, and which I suppose every bank in America does. 

Mrs. Sutnivan. You didn’t acquire it, you just created your own 
company ? 

Mr. Busu. That is right. 

Mr. Momma. Mr. Chairman, may I ask a question ? 

The Cuarrman. Mr. Mumma. 

Mr. Mumma. Doesn't the GMAC and the CIT all have similar 
setups for insurance? 

Mr. Busu. Yes, sir. 

Mr. Mumma. In other words, you followed the trend ? 

Mr. Busn. Yes, sir. 

Mr. Muma. Of your big competitors; is that right ? 

Mr. Busn. We had to be competitive ; yes, sir. 

Mr. Mumma. And they were probably giving a cheaper rate be- 
cause they were all combined, and you were dealing with an absolutely 
independent company at a competitive disadvantage. 

Mr. Busu. Yes, sir; one of our biggest competitors today in the in- 
surance field is Sears, Roebuck & Co. 

Mr. Mumma. Yes, All State. 

Mr. Busu. All State Insurance Co. They have done a terrific job, 
as you well know, in the field of insurance. They are terrific competi- 
tors and really keep you on your toes. 

Mr. Mumma. The $64 question: Does a man who borrows money 
for a car in your company have to take your insurance ? 

Mr. Busn. Absolutely not. 

Mr. Mumma. Well, I imagine this Farm Bureau and those com- 
panies cut into you, don’t they? 

Mr. Busn. They are extremely active in the State. 

Mr. McDonovau. Mr. Chairman. 

The Cuarrman. Mr. Patman has already asked for recognition. 

Mr. Parman. I will be glad to yield to Mr. McDonough. 

Mr. McDonovueu. I wanted to ask some questions, also. 

Mr. Parman. I want to ask some questions, too. You see, I asked 
for recognition a while ago. 
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The CuammaN. I think you ought to get recognition from the Chair. 

Mr. Parman. The Chairman asked if anybody wanted to ask any 
questions; I waited a minute for anybody else to speak up, because I 
wanted to ask several questions, and nobody spoke up, so I was about 
to ask some questions. 

Mr. McDonoven. Mr. Patman, I only have a few questions that 
T am concerned about. Would you mind yielding? 

The Cuarrman. The Chair will have to apologize for asking so 
many questions. 

Mr. Parman. The chairman doesn’t owe anybody an apology. 

The Cuatrman. However, one member gets the floor, and then the 
Chair is out of the picture. He yields to somebody else, and they 
yield to somebody else, and we never have any control of the time. 

Now, you are recognized. 

Mr. Parman. I am recognized ? 

The Cuarrman. Yes. 

Mr. McDonoven. Will you yield to me, Mr. Patman / 

Mr. Parman. Not for a series of questions. I yield to you for any 
interruption to clear up a question. 

Mr. McDonovueu. Will you conform to a unanimous consent request 
to limit your time to 5 minutes ? 

Mr. Parman. No, I will not do that unless the chairman requests it 
of all the members. I am not yielding for that purpose right now. 

The Cuatrman. I think we all understand 


Mr. Parman. It is perfectly all right to alternate. I suggested that 
myself. I want every member to have an opportunity, but at the 
same time a member should have the right to ask all the questions he 


wants when they get back to him. 

The CuatrmMan. Do you yield to Mr. McDonough ? 

Mr. McDonoveu. For my one question. 

The Cnatrman. Mr. McDonough ? 

Mr. McDonovuen. I would like to ask Mr. Patman if he will agree 
to limit his time to 10 minutes ? 

Mr. Parman. I don’t have to ask any questions at all. 

The Cuamman. We haven’t made any such rule this morning. I 
am always willing to limit the interrogation of the witness, and we 
haven't done that. I don’t suppose we can do that now. I have taken 
more than 10 minutes. 

Mr. McDonovcu. I am suggesting that we be limited to 10 minutes. 

Mr. Parman. I don’t yield to the gentleman for that purpose. He 
is out of order. 

Mr. Brown. I think we should go around and give each member 5 
minutes, because the new members do not have an opportunity to in- 
terrogate the witness. 

Mr. Parman. I suggested that. 

The CuatrmMan. We will adopt that rule in the future. 

Mr. McDonovcu. We will if you agree to that now—— 

Mr. Parman. You have asked questions yourself, Mr. McDonough. 

Mr. McDonoveu. I haven’t asked the witness a single question. 
If you agree to the 5-minute rule, let us do it now. 

Mr. Parman. I don’t have to ask any questions at all; if there is 
any doubt about my right to ask questions on the committee I will 
be very glad to yield. But I am not yielding any more to anybody 
right now. 
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The Cuarrman. The question isn’t about your right. I think it 
would be a good thing if we could limit the questions, because we have 
vot to get through with this bill. We can prolong it for several weeks 
or we can get through in a few days and the result will be exactly the 
same. 

Mr. McDonoucnu. Mr. Chairman, point of order. 

If Mr. Patman has the floor he doesn’t have to yield to me even 
as far as I have gone, but I think that in the interests of the committee 
and the committee members, the Chair should recognize a motion to 
limit the questioning by each member to 5 minutes. 

Mr. Parman. How much time do you want, Mr. McDonough ? 

Mr. McDonovau. I won’t need more than 3 minutes. 

Mr. Parman. Take it right now. 

Mr. McDonoveu. Mr. Bush, I understand that you operate only 
in the State of Missouri, or do you extend over State lines? 

Mr. Busu. We extend over State lines; 3 banks in Illinois and 1 in 
Tennessee. 

Mr. McDonoueu. Do you own the majority stock in those banks? 

Mr. Busu. Yes, sir. 

Mr. McDonovugu. I am sorry I wasn’t here at the beginning of your 
testimony, but I want to clear up a few points. 

Mr. Busy. We own at least 90 percent in every one, sometimes a 
hundred, except for qualifying shares. 

Mr. McDonoucu. Do you own less than a majority in any bank? 

Mr. Busn. No, sir. We have investments in an affiliated company. 
For instance, we will own a hundred shares of National City Bank’s 
stock in New York. In that respect, you might say, we own just a 
few shares as an investment. 

Mr. McDonouan. I mean 25 percent, or anything like that? 

Mr. Busn. No, sir. 

Mr. McDonovenu. The banks you do own, you operate and control 
the policy of them ? 

Mr. Busu. I would say that the word “control” would not apply in 
any case of any bank we own, because part of the reason we acquired 
these banks was because of the local management, and I would say 
they control the policy, but they seek our advice on many matters in 
which they might not have had very much experience. 

Mr. McDonougu. The stockholders of your banks and your parent 
corporation are scattered all over the United States ? 

Mr. Busu. The stock of our parent corporation is scattered in I 
don’t know how many States now, it must be 35 or 40 States, at least. 

Mr. McDonoven. And does the board of directors of your parent 
company outline the policy of the operation of any of your branch 
banks? 

Mr. Busu. No, sir. 

Mr. McDonoveu. Then your branch banks operate under the policy 
of your local board of directors, in the community in which they 
operate ? 

Mr. Busn. Absolutely. I have been an active officer of General 
Contract Corp., and I might say to you that I have never been to a 
board of directors’ meeting at any one of our banks except our own 
bank, the Bank of St. Louis, of which I am a director. 

Mr. McDonovex. What is the relationship of your branch banks, 
their board of directors, and the general policy of the community in 
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which they operate, with the independent banks in the same com- 
munity ¢ 

Mr. Busn. This question of independent banks, there was testi- 
mony introduced yesterday by Mr. Gregory that he has the right to 
speak for associated banks—I know a good many members of that 
organization that wouldn’t say that he had the right to speak for them, 
and they are competitors of ours in the community. 

Mr. McDonoveu. That isn’t what I asked you. I said, what is 
the relationship of your branch banks in the communities in which 
independent banks: also operate? How do they get along together’ 

Do you dominate the situation in the community? Do you get more 
business than they do? 

Mr. Busx. No, I would say—I think I should have mentioned that. 
For instance, let us take Memphis, Tenn. The size of our bank at 
Memphis is in the neighborhood of $20 million. I have never ex- 
amined the other banks’ figures, but I suppose the Planters Bank in 
Memphis, or the First National—perhaps there is somebody here from 
Tennessee could tell me—but they are gigantic compared to us. A 
hundred million dollars. That type of thing. 

Mr. McDonoveu. And they are independent banks ? 

Mr. Busn. Yes, sir. 

Mr. McDonovueu. And you have a branch in that community ? 

Mr. Busu. It is not a branch because branch banking is illegal. We 
own that bank. 

Mr. McDonoveu. Now, this bill, you say, would put you out of 
business in respect to liquidating your assets outside of certain State 
lines. You would have to sell all those businesses, according to the 
bill. 

Mr. Brown. They could still operate the banks. 

Mr. McDonoveu. Yes, but the nonbanking functions. 

Mr. Busu. Yes, sir; the nonbanking. 

Mr. McDonoucH. What would prevent you from setting up a cor- 
poration within the various States in which you operate under another 
title, to operate those interests ? 

Mr. Bus. Well, I think the bill might prohibit that, too, in its 
interpretation and administration. 

Mr. McNearney. If I may answer that question, sir, I am certain 
that the bill would prevent a bank holding company from owning 
other businesses, or engaging in other businesses other than that of 
banking, so that we as a bank holding company could not own another 
company that, in turn, engaged in the finance business, or the insur- 
ance business, or lending business in another State. 

Mr. McDonovucn. Even under the name of another corporation ’ 

Mr. McNearney. That is correct. 

Mr. McDonoveu. That is all. 

The CuarrMan. Now, Mr. Patman. 

Mr. Parman. Thank you, Mr. Chairman. 

Mr. McDonoueu. Thank you, Mr. Patman. 

Mr. Parman. You are welcome, Mr. McDonough. I don’t know of 
any reason why you asked for that permission, but I was glad to 
grant it. 

Mr. Bush, when did you acquire those eight banks ? 

Mr. Busu. They were acquired over a period of many years, Mr. 
Patman. 
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Mr. Parman. Well, take the first one, the Bank of St. Louis, when 
did you acquire it? 

Mr. Busu. You were not here when I said this? 

Mr. Parman. Well, since the chairman says that has been covered 
I will not go into it. 

Mr. Busu. Well, 1913. 

Mr. Parman. You haven’t acquired any within the last 5 years? 

Mr. Busu. No, sir. 

Mr. Patman, wait a minute. We have acquired some of the banks 
within the past 5 years. 

Mrs. Parman. That is all right, we will skip. That has been gone 
over before. 

When do you get out your annual statement each year for the people 
interested and for the press ? 

Mr. Busu. That is released officially in March, sir. 

Mr. Parman. In March? 

Mr. Busu. The latter part of this month it will be mailed to all the 
stockholders. __ 

Mr. Parman. Have you gotten out your statement for 1954? 

Mr. Busu. Not yet. It will be out in 2 weeks. 

Mr. Parman. How will it compare with 1953 on bank earnings? 

Mr. Busu. Our earnings were substantially higher. 

Mr. Parman. What percent higher? Last year you had net earn- 
ings before taxes of $4,400,000. Net earnings after taxes, $2,399,000. 

Mr. Busu. They were approximately $3 million after taxes this year. 

Mr, Parman. On what capitalization ? 

Mr. Busu. Do you mean number of shares ? 

Mr. Parman. No, I mean the capitalization of the banks. 

Mr. Busu. Well, those are figures that you are quoting, sir, of the 
holding company, that holds the banks, and the insurance companies, 
and the finance companies. 

Mr. Parman. You mean that is the earnings of all of them? 

Mr. Busu. That is the consolidated earnings; yes, sir. 

Mr. Parman. I am talking about just the banks. 

Mr. Busu. Bank of St. Louis? 

Mr. Parman. I am talking about all of them now. I have your 
statement here, General Contract Corp. for 1953, and I understand 
your 1954 statement is not yet available. Where in this statement are 
the earnings disclosed just for the banks ? 

Mr. Busu. I think a statement of condition of each bank appears 
in there, sir, but I don’t believe an operating statement of each sepa- 
rate bank appears in that statement. I don’t have a copy of it here. 

Mr. Parman. Do you have that available now for 1954 ? 

Mr. Busu. No, sir; it will be released in about 2 weeks. 

Mr. Parman. Will you send a copy of it to the chairman of this com- 
mittee, when you get it ready ? 

Mr. Busu. Yes, sir. 

Mr. Parman. And also a report something like this when you get it 
ready ¢ Fi hon 

Mr. Busu. That is the one that will be ready. You also want to 
know the operating figures on the banks? 

Mr. Parman. That is right. 

Mr. Busn. Yes, sir. 
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Mr. Parman. Now, these directors of the banks, you have interlock- 
ing directorates, I am sure. You have directors that are directors of 
all the banks? 

Mr. Busu. Yes, sir—no, not all the banks, but 6 out of the 8. We 
don’t have any directors on two banks. 

Mr. Parman. You control the policies of the banks ¢ 

Mr. Busu. No, sir. 

Mr. Parman. Do you mean, you leave it up to the local people to 
control the policy ? 

Mr. Busu. Yes, sir. 

Mr. Parman. And these qualifying shares, are they bona fide quali- 
fying shares? Do they actually own these shares, or do you have a 
string attached to them in some way ? 

Mr. Busu. They own them, but we have a right to buy them back. 

Mr. Parman. You have the right to buy them back ? 

Mr. Busu. Yes, sir. 

Mr. Parman. Any time you want to? 

Mr. Busu. They have the right to sell them to us any time they 
want to. 

Mr. Parman. And you have the right to take them any time you 
want to? 

Mr. McNearney. I think I am more familiar with that, if I may 
answer, sir. 

The individual directors do not have the right to sell them to us 
any time they want to, nor do we have the right to take them from 
them any time we want to. There are two conditions upon which 
we would have the right to buy the shares: One, if the director dies, 
and, secondly, if he ceases to become a director. 

Mr. Parman. If he ceases to become a director. Well, if you want 
to accept their resignations at any time can you do that ? 

Mr. McNearney. No, sir. 

Mr. Parman. What happens if they fail to carry out a definite 
policy that has been outlined for them to carry out in the administra- 
tion of the banks? 

Mr. Busn. My best answer that we can give to that, sir, is that in 
no case since we have acquired any bank, or any company, have we 
ever displaced the president of that institution. That goes back to 
1941. 

Mr. Parman. And you state that the local people, without limita- 
tion or restrictions, have the right to handle that bank, and you do not 
try to interfere with the conduct of the bank in any way ? 

‘Mr. Busn. No, sir; we do not. 

Mr. Parman. And you do not try to persuade them to take certain 
loans, or to refrain from taking certain loans ? 

Mr. Busn. Well, sir, I would be dishonest if I did not tell you that 
they consult with us and seek our advice. After all, if you were seek- 
ing advice on an investment you would go to someone whom you 
thought was qualified to advise with you. “However, as I previously. 
testified, I know of many cases where the local boards objected to 
loans that we thought were good loans, and those loans have been re- 
jected because of the local objection. I think that is what you are 
getting to. 
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Mr. Parman. Yes, sir. Suppose that in your bank in St. Louis, for 
instance, with which you are in close and direct contact, that you only 
have the ability to make loans of a certain amount, and you can either 
make them to local people, not related to your business at all, who 
have applied to them, or you can make them to a subsidiary of your 
holding company. Now, you know the subsidiary of your holding 
company would come first, would it not? If there is a limited amount 
of money, under your lending powers? You would naturally favor 
your own subsidiaries? 

Mr. Busu. Do you mean as against a competitor 4 

Mr. Parman. No, as against a person who wanted a local loan not 
related to your business in any wav ? 

Mr. Busn. Sir, I don’t believe I fully understand that question. 

Mr. Parman. Pardon me. 

Mr. Busu. I don’t fully understand your question. 

Mr. Parman. Suppose John Jones, who is not related to any of 
your businesses, who is not connected with you in any way, is a little 
businessman or a big businessman, it makes no difference, he makes 
an application for a loan. And you only have lending power up to a 
point, like all banks, and if you make the loan to him you cannot ac- 
commodate one of your subsidiaries which also wants a loan. 

Obviously, you would accommodate your subsidiary, wouldn’t you ? 

Mr. Busu. I understand what you mean; yes, sir. 

Mr. Parman. You certainly would. There is a point that comes up 
in this bill right here. 

Mr. Busn. We have at times made it possible for them to acquire 
such things as title I loans under FHA, Government-insured loans 
under title II. 

Mr. Parman. Well, title I is not difficult at all, when you get 9.7 
percent annual interest. 

Mr. Busu. Well, we have 10 times the volume in title II, perhaps 20. 

Mr. Parman. Yes, that is right. 

Now, then, under the banking system which we all agree is the right 
kind of a system, privately owned, privately conducted, with no mon- 
opolies, no Government control, or anything else, just private owner- 
ship—which we all want—the banks are given great privileges in 
their charters, and they are given *hose priv ileges, as I understand, for 
the purpose of accommodating the people in the local community 
where the bank is located, and ‘there should not be a position cree ited 
whereby the local people would be discriminated against in favor 
of one of your subsidiaries. In other words, the people i in that area 
should have first call on that service. 

Mr. Bus. Yes, sir. 

Mr. Parman. And I think that the holding company policy means 
that you are getting away from what the banks were originally char- 
tered for, to serve the people locally. When you get into all kinds of 
businesses, as you are, you naturally want to take care of those busi- 
nesses with the bank’s credit. 

Mr. Busu. Sir, we simply are not doing that. For instance, in 
Memphis, Tenn., our demand for loans in that area is so great that 


they are not in any need of any loans from St. Louis. Similar ly in 
Quincey, Ill. 
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Mr. Parman. You are talking about the situation now. Of course, 
I know that you are a businessman or you wouldn’t be so successful 
in this line of business, and being a businessman you are looking after 
your own business. Self-interest is part of the private enterprise sys- 
tem, and we are all interested in self-interest. And I know that you 
just naturally take care of your own first, and let the other people go. 
That is perfectly natural. That is not antagonistic to the private 
enterprise system. That is consistent with it. Comparable to it. 
That is the point I wanted to ask you about. 

Now, under the banking laws, a bank is allowed a great many privi- 
leges. No. 1, in 1935 we passed a law permitting banks to receive 
deposits, demand deposits, and making it unlawful for the banks to 
even pay interest on those demand deposits. At that time the banks 
were paying out about a quarter of a billion dollars a year on a limited 
amount of demand deposits. That saved the banks a lot of money. 
Maybe it was necessary. I am not bringing up the merits or demerits. 
There is much to be said on both sides of that question. 

The point is, you are given a great privilege when you are allowed 
to establish a bank, which is allowed to take people’s money, to use 
other people’s money free of charge. 

Mr. Busu. Yes, sir. 

Mr. Parman. Without paying a penny, and making it unlawful. 

Of course some bankers are against regimentation, but they are not 
against that kind of regimentation. That is just one privilege that 
the banks enjoy. 

Another in this: I believe there is about a 12-percent requirement 
in banks. In other words, you can expand your deposits about 814 
times to every $1 of money that you have. Just like the old gold- 
smiths when people deposited their gold, and it was soon discovered 
that people would never ask for their gold, they just wanted a receipt 
to transfer from one to another, and it was discovered that if they 
held $1 of gold for every $10 of receipts that was sufficient. 

We have adopted that in our commercial banking system. I am 
not objecting to it. I think it is all right. As long as it is used to 
serve the people in the community that the bank is supposed to serve. 

Mr. Busu. Yes, sir. 

Mr. Parman. But you are allowed that great privilege of expand- 
ing this money. You can even buy Government bonds with it. Last 
year your statement disclosed that you had 30 or 40 million dollars 
worth vf Government bonds. Well, you only had about $10 million 
capital, didn’t you? Isn’t that right? Isn’t that correct ? 

Mr. Busu. Yes, sir; approximately. 

Mr. Parman. In other words, you bought four times as much in 
Government bonds under this great banking privilege and system 
that we have as you had actual capital, four times as much. That is 
just one item. So you have a great privilege there, and you have the 
privilege of clearing your checks through the Federal Reserve banks. 
You have correspondent banks who are members of the Federal 
Reserve ? 

Mr. Bus. None of our banks are members of the Federal Reserve. 


Mr. Parman. I say, you have correspondent banks who are members 
of the Federal Reserve ? 


Mr. Busn. Yes, sir. 
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Mr. Parman. That way you get your checks cleared absolutely free, 
don’t you? 

Mr. Busu. No, sir. 

Mr. Parman. I never heard of anybody paying anything for it, and 
it costs the Government nearly a hundred million dollars a year to 
clear those checks. That is one of the privileges that go with a bank, 
and the grant of a charter. 

I am just enumerating these few things, outlining the privileges that 
a bank enjoys—I am not saying they are not entitled to them, I am 
for it, 1 want them to make money, I want them to make profits, I 
think they are entitled to make money—but I want them to use these 
great privileges to serve the people in the area they are chartered to 
serve, 

Now, you insist that there is not any connection or conflict of inter- 
est in your business, with all these unrelated and nonrelated businesses, 
and the banking business, that there is nothing there that will interfere 
with, in any sense of the word, your banks, any one of them, or all 
of them, taking care of the local needs first. 

Mr. Busu. Lam positive that that is the case ; yes, sir. 

Mr. Parman. You are positive it is the case ? 

Mr. Busu. Yes, sir. 

Mr. Parman. Yet you said a while ago that in case of a demand 
for a loan, where there is a limited amount available, for your sub- 
sidiary, an insurance company, or for a businessman in the town, and 
you couldn’t grant both, you would grant the loan of your subsidiary, 
which isan honest answer, and I commend you for it. 

Mr. Busn. I said that we could, and undoubtedly over the years 
have probably made 1 or 2. I don’t know today of any single 
loan that is being split with a subsidiary bank. Not one. 

Mr. Parman. Well, subsidiary company; insurance company. 

Mr. Busu. Or company ; not even one. 

Mr. Parman. I know, but they are available, and you know you 
would use them if needed. 

Mr. McNrarney. Mr. Patman, may I make a statement with re- 
gard to that ? 

That argument that you used is used as a justification for requiring 
a bank holding company to divest itself of these other interests 

Mr, Parman. Certainly it is. . 

Mr. McNrarney. I don’t think it is a good argument on that point, 
sir. I think that you could limit and even prohibit intercompany loans 
of that kind, and accomplish the same objective without requiring 
divestment. 

Mr. Parman. I know, but the banking business, the way I view it, 
is a public trust. They are trustees. They are using other people’s 
money, and under a law passed by Congress, doing it free of charge. 
They are using other people’s money absolutely free. Congress made 
in that way. We are giving you that privilege, and it should be used 
in the public interest. That is my contention. 

Mr. McNrarney. You could accomplish the same thing by restrict- 
ing or prohibiting those intercompany loans. 

Mr. Parman. Oh, well, that is a regulation. You would have an 
awful time regulating it. 

Mr. McNearney. Well, the bank examiners would know it very 
quickly if it were violated. 
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Mr. Parman. I know, that is an argument that you can use, and 
if I were in your position I would use that argument. I think it 
is as forceful an argument as you can use, but I don’t think anything 
of it myself. 

Mr. Busu. Sir, could I give you a concrete example in answer ? 

Mr. Parman. Yes. 

Mr. Busu. Take December 31, 1954. General Contract Corp. owed 
money. They owed $250,000 to the Bank of Manhattan Co. They 
owed approximately $1 million to the Mutual Benefit Life Associa- 
tion of New Jersey, neither of which we have any connection what- 
ever with. There was no intercompany borrowing, or anything of 
that kind. 

Now, our main finance company, Securities Investment Company, 
has $35 million line of credit with banks all over the country, in order 
to get their credit based on their capital so that they can make these 
loans on automobiles and refrigerators, and so forth. They borrow 
that money from those banks around the country. They don’t borrow 
a nickel from the Bank of St. Louis. 

We would be glad to lend it to them. 

Mr. Parman. Let me ask you a question on that. I notice you have 
an office in my home town, Texarkana, Tex. 

Mr. Busu. That is correct. 

Mr. Parman. Where is that office ? 

Mr. Busn. I have never been there, sir. I am sorry that I haven't 
been. I didn’t mean that disrespectfully. 

Mr. Parman. You take the profits out if they make any, don’t 
you ? 

Mr. Busu. We have a very small margin of profit there; yes, sir. 

Mr. Parman. You don’t know where the office is located ? 

Mr. Busu. No, sir; I don’t. 

Mr. Parman. All right. 

Now, you make loans on automobiles and furniture and appliances ? 

Mr. Busu. Yes, sir. 

Mr. Parman. What rate of interest do you charge? 

Mr. Busu. Those rates vary. They vary from 4 percent, 6 percent 
discount, I would say. 

Mr. Patrman. Suppose I wanted a hundred dollars on a davenport 
I wanted to buy. 

Mr. Busu. A hundred dollars? 

Mr. Parman. Yes. 

Mr. Busu. In that particular office we happen to buy the paper 
from automobile dealers, and if yours was one of those loans we would 
then own your note. 

Mr. Parman. Well, don’t you make any direct loans ? 

Mr. Busu. Not in very much money at all, sir. 

Mr. Parman. You make some, don’t you? You would make a hun- 
dred dollar loan to me to buy a davenport, wouldn’t you ? 

Mr. Busu. We would be very glad to. 

Mr. Parman. What interest rate would you charge ? 

Mr. Busu. We would probably charge you about 1 percent, Mr. 
Patman. 

Mr. Parman. Well, let us say you are making a loan to a Mr. X, in 
that neighborhood, and he sometimes worked and sometimes doesn’t, 
and he wants to buy the davenport, and he wants a hundred dollar 
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loan, though he doesn’t have a very good or very bad credit rating. 
What interest rate would you apply to his loan / 

Mr. Busn. The rate of interest, to all individuals, or to all com- 
panies, in a general way, depends on their ability to repay that loan. 

Mr. Parman. Do you mean you set the interest rate separately on 
each one, whether it is a bicycle loan or a davenport, or furniture, or 
an automobile, or a truck / 

Mr. Busu. Different people pay different rates of interest. I pay 
more interest if I borrow money than Mr. J. P. Morgan pays, for 
instance. 

Mr. Parman. Oh, you are bound to have certain rates. 

Mr. Busu. Within limitations—you are speaking of small loans/ 

Mr. Parman. Do you have any tables with you indicating the rates 
that you charge ? 

Mr. Busu. No, sir; I have not. 

Mr. Parman. What rate do you charge on an automobile / 

Mr. Busu. We make small loans in the city of St. Louis, right out- 
side of my office, so I know there. 

Mr. Parnam. What would you charge in Texarkana, Tex., on an 
automobile loan, where they paid a third down, say a Chevrolet or 
Ford or Plymouth ¢ 

Mr. Busu. The dealer from whom you bought that would set the 
rate, and we buy the paper from him. 

Mr. Parman. You don’t do it directly at all / 

Mr. Busu. No, sir. 

Mr. Parman. None of it / 

Mr. Busu. Well, I don’t say there wouldn’t be some, but——— 

Mr. Parman. What would you usually get that paper for, 4 per- 
cent to 6 percent discount ¢ 

Mr. Busn. Yes, sir. 

Mr. Parman. Do you ever require more than 6 percent ? 

Mr. Busu. I think there have been some cases, possibly in Louisi- 
ana, going as high as 8 percent. 

Mr. Parman. Eight percent discount ? 

Mr. Busn. I think so; I am not positive. 

Mr. Parman. And how much is that to Mr. X in true interest ¢ 

Mr. Busn. That is what itis. In true interest ? 

Mr. PatmMan. Yes, genuine interest. 

Mr. Busn. I don’t know what you mean by that. 

Mr. Parman. Well, I am talking about something like these title I 
loans. That sounds good. They say it is 5 percent, but you know 
it is 9.7 percent. 

Mr. Busu. Yes, sir. 

Mr. Parman. When you buy that paper at 6 percent discount how 
much does that really net you / 

Mr. Busu. Six percent discount, the gross return would be some- 
where between 11 and 12 percent. 

Mr. Parman. And you don’t apply the different rate policy to 
people who buy automobiles, do you? Don’t you handle them all the 
same, with a certain standard policy ? 

Mr. Busu. No, sir; we have a tremendous amount—lI do not know 
how many individual loans, thirty or forty thousand to these people 
in our immediate area, even. I would say that Joe Jones comes in, 
we have known him, and he has got a good job, he might get 4 percent 
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discount, and somebody might come in whom we have never heard of 
before, and his record isn’t particularly good, and yet it seems like a 
good loan, and he might pay more because the risk involved is greater. 

Mr. Parman. And you have no firm policy about it? Your local 
manager does it ? 

Mr. Busu. That is right. 

Mr. Parman. How many local offices do you have like that through- 
out the United States? 

Mr. Busu. I would say that we have at the present time, total offices, 
including separate individual offices, approximately 22. 

Mr. Parman. I thought you had several hundred offices at different 
times ? 

Mr. Busu. No, sir. 

Mr. Parman. And those are in the States named here, such as Texas, 
Florida, Arkansas, Louisiana, Mississippi, Tennessee, Illinois, and 
Missouri ? 

Mr. Busn. Yes, sir. 

Mr. Parman. Those are the only States in which you operate ? 

Mr. Busu. Do you have Texas included there ? 

Mr. Parman. Yes. 

Mr. Busu. That is correct. We have just opened an office in San 
Antonio, Tex., last year. 

Mr. Kinsurn. Would you yield, Mr. Patman, for a question ? 

Mr. Parman. I yield. 

Mr. Kiisurn. Do I understand that the banks that you hold in the 
holding company make their loans locally, or do they take the deposi- 
tors’ money and loan it outside of their natural habitat ? 

Mr. Busu. They make all of their local loans locally. 

Mr. Parman. You don’t make all your investments locally ? 

Mr. Busn. Well, investments, things like Government bonds and 
housing bonds we have believed a great deal in these new public- 
housing bonds. We have invested in those, too. 

Mr. Parman. Are those tax exempt? 

Mr. Busn. Yes, sir. 

Mr. Parman. That is all. 

The CHarrman. Dr. Talle. 

Mr. Tatue. No questions. Mr. Chairman. 

The CratrrmMan. Mr. O’Hara. 

Mr. O’Hara. How many banks have you in Illinois, Mr. Bush? 

Mr. Busn. Three, sir. 

Mr. O’Hara. Where are they located ? 

Mr. Busn. One in Quincy, Ll., which we acquired in 1945; we have 
one bank in Benton, Il., and one bank in Zeigler, Il., which are located 
very closely together, which we acquired on December 9 of this past 
year. 

Mr. O’Hara. How did you come to acquire those banks ? 

Mr. Busu. I believe perhaps you were not here when I went over 
that earlier, but in Benton, last year, at Benton and Zeigler, Mr. Guy 
Hitt was the president of both of those banks. because they are located 
close together, and he was a stockholder in both of those banks—I think 
he and his family owned something like 20 percent of the stock in the 
2 banks—he came to us last year, and asked us if they could join our 
organization and family, if we would consider it, and we said we would 
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consider it if at least 80 percent of their stockholders would write in 
requesting that we do. 

He went back and told them that, and a hundred percent requested 
that we consider a proposition to pay them approximately $1,100,000, 
about the book value of those shares, or it may have been slightly 
more—whatever it was that is what we paid them at their request, and 
we exchanged the shares of our General Contract stock for their shares, 
except for directors’ qualifying shares, which the directors retained. 

Mr. O'Hara. Were you in competition with other holding com- 
panies ¢ 

Mr. Busy. There was no competition involved, to my knowledge. 
Mr. Hitt, I might say, was first vice president of the Federal Reserve 
Bank of Cleveland, for many years—excuse me, he was the first vice 
president of the Federal Reserve Bank of St. Louis, and I had worked 
with him for a number of years attempting to get industry located 
in that area of Illinois. I have been working for the Ordnance 
Department here in Washington. 

Mr. O’Hara. Were you here when Mr. Ryan testified ? 

Mr. Busn. Yes, sir. 

Mr. O’HarA. He made reference to an opinion by the attorney gen- 
eral of Illinois that this was branch banking. 

Mr. Busu. I have just introduced, prior to your coming, an opinion 
from the attorney general of the State of Illinois, dated May 14, 1953, 
stating that we violated no statutes whatever, branch banking laws of 
Illinois. That is in contradiction to testimony introduced yesterday. 

Mr. O’Hara. Am I correct in this, that one attorney general of 
Illinois rendered an opinion and another attorney general rendered 
another ‘and differing opinion ? 

Mr. Busu. No, sir; this is the same attorney general. 

Mr. McNearney. Mr. O’Hara, the facts in the earlier case were 
very much different than the facts in this case. The other case didn’t 
really hold that a holding company’s operation would violate the 
branch banking laws of Lllinois. It didn’t hold that squarely. This 
opinion holds squarely that it does not violate branch banking laws 
of Illinois. 

Mr. O’Hara. I appreciate getting that information. I have an 
active and abiding interest in [llinois. 

Mr. McNrarney. We are furnishing a copy of that opinion for 
the record, sir, and it is a published opinion which appears in the 1953 
volume of the Illinois Attorney General’s opinions. 

Mr. O’Hara. Thank you, sir. 

That is all, Mr. Chairman. 

The Cuamrman. Mr. Kilburn ? 

Mr. Kreurn. No. 

I think you have made a very fine statement, Mr. Bush. 

I have no further questions. 

The Cuatrman. Mrs. Buchanan? 

Mrs. Bucuanan. No questions, Mr. Chairman. 

The Cuatrman. Mr. McDonough ? 

Mr. McDonouen. No questions, Mr. Chairman. 

The Cuatrman. Mrs. Sullivan ? 

Mrs. Sutuivan. No further questions, Mr. Chairman. 

The CHarrman. Mr. Mumma. 
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Mr. Mumma. I just want to say I enjoyed your statement very 
much, Mr. Bush. 

The Cuatrman. Mr. Fountain? 

Mr. Fountarn. Mr. Chairman, are you just before recessing or ad- 
journing ? 

Mr. Parman. Mr. Chairman, Mr. Bush mentioned the banks being 
exempted from the provisions of the SEC. 

Mr. Busu. No, sir; our corporation operates directly under the 
Securities and Exchange Commission. 

Mr. Parman. I am saying that you gave as an argument that the 
banks were exempt from the SEC, and you are correct in that, but 
for an entirely different reason. They didn’t exempt the banks be- 
-ause they felt they should engage in these activities, but because they 
are regulated by other agencies which have charge of regulating banks. 
[ was here when the law was passed, and I know that was the reason. 

The Cuarrman. Mr. Fountain, we will recess shortly, but if you can 
get through with your questioning now I would like to dismiss the wit- 
ness so that we can go on with other witnesses this afternoon. So you 
may interrogate the witness. 

Mr. Founrarn. All right, sir. 

Mr. Bush, I notice that in your statement, you said— 

Why must we be subjected year after year to the efforts of the independent 
bankers and their paid lobbyists to break us up. 
Do you mean by that that you people do not have any paid lobbyists? 

Mr. Busn. We do not have any at all. 

When you say “we people,” I am speaking of my own corporation. 
I cannot speak for anyone else, sir. I don’t mean by that to imply that 
they do. I just don’t know. 

Mr. Fountain. Have you had occasion to read testimony of Mr. 
Gregory, who appeared before this committee yesterday, or the day 
before ¢ 

Mr. Busn. Yes, sir; I was here. 

Mr. Fountarn. I notice he used your company to illustrate his tes- 
timony, and I might say he was rather complimentary of you people. 
He said he wanted to make it clear that he had very high regard for 
all of you, that he thought you were very successful, but that he had 
the feeling that certain laws were necessary. 

My mind is open on this thing, and there are a few questions I want 
to ask you in connection with this testimony. 


Hesaid: 


It is my contention that laws should restrain and control as well as regulate 
the operations of holding companies at least as effectively as they now do inde- 
pendent unit banks. 

Do you agree with that testimony ? 

Mr. Busu. I think we are just as regulated as any State bank in 
the State of Illinois or Missouri. We are regulated by the FDIC, 
the State banking authorities. 

Mr. Fountarn. He makes this additional statement : 


I think the laws regulating holding companies should be so amended that they 
can have the complete scrutiny of all of the best Federal supervisory agencies, 
specifically, the Federal Reserve Board, the Comptroller of the Currency, and the 
Federal Deposit Insurance Corporation. 


Do you have any comment on that statement? That is in the same 
paragraph. 
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Mr. Busu. We are directly regulated by the Federal Deposit Insur- 
ance Company. You understand, the State banks, which are our 
banks, State banks operate under the laws of the State, and, also 
under the Federal Deposit Insurance Company. You have to be a 
member of the Federal Reserve System to be examined by the Federal 
Reserve examiners. 

Mr. Founratn. I understand that. 

Mr. Busu. We are examined, to give you an example, by the Chicago 
oftice of the FDIC in Quincy, and the St. Louis office in the St. Louis 
area. But we welcome examinations by the FDIC and have worked 
with them closely and found them very helpful in every way. They 
are a wonderful organization. 

Mr. Fountain. Is your major objection to this bill that it would 
cause you to divest yourself of holdings in nonbanking interests ? 

Mr. Busu. Yes, sir. 

Mr. Founratn. Or primarily because it might prevent you from 
further expansion? In either or both of these fields 4 

Mr. Busu. Both, 1 would say. We have nothing whatever in con- 
templation at the present time, but operating in a free country, as we 
do, 1f somebody came to us, like Mr. Hitt did, as I have explained to 
you, and wanted to have a problem worked out where he and his family 
could get a hundred cents on the dollar instead of 70 cents on the dollar 
for their stock, we would be glad to work with them, and I think they 
would be very glad that we would be able to work with them. 

Mr. Founrarn. In other words, you are still interested in expanding 
and buying sound companies, if you can ¢ 

Mr. Busu. Yes, sir. We have nothing whatever on the fire, or in 
contemplation, however. 

Mr. Fountain. How many branches do you have? We may have 
already answered that question. 

Mr. Busn. We are not permitted to have any branches. We own 
a total of eight banks, 

Mr. Fountratn. Eight banks. 

Mr. Busu. Yes, sir. 

Mr. Founrary. That is all. 

The Cuarrman,. Mr. Nicholson. 

Mr. Nicuonson. I have no questions. 

Mr. Parman. When they are all through I have a question, Mr. 
Chairman. 

The CuatrrmMan. There is a very important announcement that I 
want to make. 

Today is the birthday of our distinguished colleague Jesse Wolcott. 
He thinks he is on the sunny side of 50. I have served with him, have 
sat alongside of him, for about 20 years. We have disagreed fre- 
quently, but there has never been a time when it has diminished my 
respect and my friendship for him. He is a great representative of 
his people, and he has their confidence and respect as he has the con- 
fidence and respect of his colleagues here. 

I want to wish him health, happiness, and success for a long life. 
In the language of Rip Van Winkle, I say “Here is to you and your 
family, may you live long and prosperous.” 

_Mr. Parman. I want to associate myself with the views of the dis- 
tinguished Chairman on that question. We all admire and respect 
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Mr. Wolcott for his sincerity and honesty of purpose and ability. He 
has been an able man, and a great Congressman, and I know his people 
are very fortunate in having a man hke him representing them. 

Mr. Tatie. Mr. Chairman. 

The CHarrMan. Mr. Talle. 

Mr. Tatie. It is a genuine pleasure to say for myself and members 
on my side who want to join with me, that our admiration for our 
leader is unsurpassed, and will always continue to be so, and perhaps 
it is appropriate to point out that our great leader, Mr. Wolcott, 
shares this day with such distinguished gentlemen as Gen. Alfred 
Grunther and General Ridgway. It is a very propitious day for the 
Nation and for the world. 

Mr. McDonoveu. Mr. Chairman. 

The Cuatrman. Mr. McDonough. 

Mr. McDonoven. | want to join in the respect we are paying to our 
very distinguished and honorable chairman on the Republican side 
of this committee, with all due respect to our present chairman. 

I want to say personally that I came to this committee and asked to 
become a member of the committee because of the leadership and the 
ability shown in the House and in committee by Mr. Wolcott. I have 
never regretted coming, I have found his association to be very en- 
lightening, he has been a good teacher, he is a great leader, he is a 
great Congressman, and we hope he will live to enjoy many, many 
birthday anniversaries. 

Mr. Nicnoxson. Mr. Chairman. 

The Cuarrman. Mr. Nicholson. 

Mr. Nicwoxson. I have been following the gentleman for 8 years, 
and he hasn’t led me astray yet, and that is pretty good. 

Mr. Mumma. Mr. Chairman, I would like to join with my col- 
leagues. I have only been on this committee 2 years, but it has 
strengthened the opinion that I have had of Mr. Wolcott in the other 
2 years that I have been in Congress, not on his committee. I wish 
him many happy returns. 

Mr. McVey. Mr. Chairman, in joining in this tribute, may I com- 
ment as to my very great admiration for the profound knowledge of 
economics and finance that Mr. Wolcott has. I have consulted him 
again and again on problems for which I had not found any other 
solution, and he has never failed me yet. I am happy to congratulate 
him. 

Mr. Wotcorr. I am very grateful to you all. I don’t know why any- 
one at my age should be congratulated. But I think you had better 
stop the situation right here, Mr. Chairman, because somebody might 
start telling the truth about me. 

The Cuarrman. The truth will be complimentary, so we will not 
adjourn on that account. 

Mr. Busu. Mr. Chairman, sir, I have one thing to add. 

The Carman. Yes, Mr. Bush. 

Mr. Busu. Yesterday I believe all of you heard a statement by Mr. 
Gregory, from St. Louis. I do not wish to comment at length on that 
particular statement. However, I think the committee’s attention 
should be called to what I am going to tell you in a minute, in view of 
the professed hatred and fear that Mr. Gregory expressed on multiple 
office banking, and that is this: 
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That a new bank, a charter, is being sought in Clayton, Mo., which 
is a suburb of St. Louis, known as the Clayton Bank & Trust Co. 
And they have all subscribed this stock, which has been paid in, and 
actually paid for. Mr. Gregory is president of the Eastern Taylor 
Trust Co. in St. Louis, that 1s a bank in St. Louis, and I see from the 
incorporators of this bank here, and the number of shares they own, 
certain names, Mr. Kelly, Mr. Farrington, and Mr. William L. Greg- 
ory is one of the incorporators of this new bank, and I just felt that 
after his particular subject of comment yesterday that I at least ought 
to call your committee’s attention to that. 

I do not certainly accuse Mr. Gregory of anything. I just think 
that you ought to know what the facts are, which you are trying to find, 
and I hope that I have not overstepped my limits, Mr. Chairman, in 
presenting that evidence to you. 

Mr. Parman. Mr. Chairman, I wanted to clear up one thing that I 
asked Mr. Bush about. I am afraid he didn’t understand. It is about 
loans by your banks, Mr. Bush. 

Your organization, the General Contract Corp., makes loans to your 
officers, does it not ? 

Mr. Busu. No, sir. 

Mr. Parman. Do your banks make loans to your officers? 

Mr. Busu. Yes, sir. 

Mr. Parman. What were the loans to your officers last year? 

Mr. Busu. At year end ¢ 

Mr Parman. Yes, sir. 

Mr. Busu. Sir, I cannot remember the exact figure. 

Mr. Parman. Would it be a hundred thousand dolars? 

Mr. Busu. Oh, yes, it was in excess of that. 

Mr. Parman. A million dollars ? 

Mr. Busu. No, it would be, I believe, less than a million dollars. 

Mr. Parman. Was it larger than the year before ? 

Mr. Busu. I wouldn’t think there was any appreciable change dur- 
ing that time; no, sir. 

Mr. Parman. In 1953 it was over a million dollars, was it not? 

Mr. Busu. Well, sir, I am not trying to avoid your question. I 
don’t honestly remember the exact total in 1953 or 1954. As you know, 
by law, loans to officers must be read out to your directors every month, 
and they are read out at our directors’ meetings every month, and I 
have heard them month after month. 

Mr. Parman. You are talking about loans to officers ? 

Mr. Busu. Yes, sir. 

Mr. Parman. But yr lay they are loans to officers of the holding 
company, as against officers of the banks. That is not the same law, 
that applies to them, does it ? 

Mr. Busu. Well, it is the Bank of St. Louis, or perhaps the North- 
western Bank. I don’t know if they do or not. 

Mr. Parman. The point is, last year, or at least the year before last, 
it was about a million dollars that was loaned by the banks to their 
officers and directors? 

Mr. Busu. All the banks. 

Mr. Parman. That is about 10 percent of your capital stock, isn’t it? 

Mr. Busu. Are you speaking of loans by all the banks to their officers 
and directors ? 


a 
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Mr. Parman. All the banks owned by the holding company. Do 
you consider that a god practice ? 

Mr. Busu. Well, of course, when you speak of loaning money, a 
well secured collateral loan is recognized by every bank in America as 
being sound. 

Mr. Parman. Who says it is well secured? The fellow getting it says 
it is well secured? The one getting it is the one passing on it. 

Mr. Busu. The best answer I could give you is that the FDIC 
examined them in every instance, and has never taken exception to one 
loanas yet. Or to the total. 

Mr. Parman. Mr. Chairman, I want to call your attention to the 
Illinois attorney general’s opinion for the year 1953. In that opinion 
I invite your attention to the actual language of the opinion. He says: 

I am of the opinion after careful review of the file submitted that the facts 
therein do not disclose that the operations of the subject corporation and its sub- 
sidiary banks have been such as to violate the prohibition against branch 
banking contained in section 9 of the Illinois Banking Act. 

Well, of course, that is just passing on that one particular act. But 
he didn’t pass on the question of evasion of the act. 

Did you ever ask him for an opinion on that, or did anyone else 
ask him for an opinion on the question of evasion of the Act ? 

Mr. McNerarney. What is the difference, sir? 

Mr. Parman. There is a lot of difference. You can comply with 
the letter of the Jaw and yet violate the spirit. And that is what I 
think has been done in this case. 

Mr. McNearney. He has held the operations not illegal. 

Mr. Parman. That is construing it in connection with that section 
9 of the Illinois Banking Act. 

Mr. McNearney. Which is the only statute having anything to do 
with branch banking in the State of Illinois. 

Mr. Parman. And that situation prevails everywhere. It prevails 
in Texas. They were trying to get around it. But we took issue with 
them and pointed out and finally it was held that it was violation of 
the spirit of the law and was stopped. 

The CHatrmMan. The committee will recess to meet at 2:30 this 
afternoon. We will hear Mr. Belgrano at that time. 

(Whereupon, at 12:15 p. m., a recess was taken until 2:30 p. m. 
of the same day.) 


AFTERNOON SESSION 


The committee reconvened at 2:30 p. m., Hon. Brent Spence, chair- 
man, presiding. 

Present: Representative Spence, chairman, and Representatives 
Brown, O’Hara, Mrs. Buchanan, Mrs. Sullivan, Fountain, Mrs. 
Griffiths, Ashley, Vanik, Talle, Kilburn, McDonough, Betts, McVey, 
and Hiestand. 

The Cuairman. The committee will be in order. 

Mr. Belgrano, president of Transamerica, will be our next witness. 

You may proceed, Mr. Belgrano. 
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STATEMENT OF FRANK N. BELGRANO, JR., PRESIDENT OF 
TRANSAMERICA CORP. 


Mr. Beterano. Mr. Chairman, members of the committee, I express 
my thanks for being privileged to present my views at this time. 

My name is Frank N. Belgrano, Jr. I am president and chairman 
of the board of Transamerica Corp., a bank holding company. 

I am here to testify in opposition to H. R. 2674, which would un- 
necessarily and unfairly restrict the activities of the corporation I 
represent, and take away valuable assets from the company’s 115,000 
shareholders. 

Our position is simply this: The public interest is fully protected by 
existing legislation. In view of the excellent performance of banks 
owned by bank holding companies and the absence of any abuse in 
their operation or management, no need for further legislation can be 
demonstrated. 

There are now on the statute books certain provisions enacted in 
1933, regulating affiliates and holding company affiliates of banks 
which are members of the Federal Reserve System. Affiliates of mem- 
ber banks are made subject to reports and examinations. Limitations 
are placed upon the amount which a member bank may loan to any of 
its affiliates, including any holding company affiliate. 

Finally, any holding company affiliate which desires to vote stock 
owned by it in any member bank must first obtain from the Board of 
Governors a voting permit and, as a condition to the permit, the com- 
pany must agree to submit itself and its controlled banks to examina- 
tion, to establish certain reserve funds, to dispose of any interest in 
securities companies, and to declare dividends only out of actual net 
earnings. 

The purpose of this legislation is not to correct an existing evil. 

The growth of holding companies in the last 5 years, the last 9 years, 
the last 20 years, has not been catastrophic at all. Asa matter of fact, 
there has been a decrease in the number of banks and branches. 

I have watched this very closely over many years, and the holding 
companies that I know best, when they acquire a bank they have quite 
studiously maintained its local character. They have left the same 
directors, and the same officers in charge, and allowed them to handle 
the thing very much as they did before it was acquired. 

I don’t want to make too sweeping a statement on that because, ob- 
viously, if they find somebody who isn’t doing the job, they are going 
to do something about it. But they have gone a long way on that, 
and one reason, of course, has been to keep their good standing in the 
community. After all, nobody has to keep his deposit in a bank if he 
doesn’t want to. Usually, there is competition. 

There are companies, and very good companies, which operate in 
several States. All of their banks are well-managed, well-operated 
banks. 

I see nothing wrong whatsoever in a holding company owning con- 
trol of the stock in a State other than that in which it is presently 
operating. 

It has been our observation that bank holding companies in general 
have done a good job in serving the public through the successful op- 
eration of their subsidiary banks. They have developed, and applied 
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in their responsibilities as bank stock owners, a knowledge of banking 
methods, and a skill in bringing about good banking management, 
which has been noteworthy and praiseworthy. 

We are inclined to the belief that they have brought to banking a 
method of making stockholder participation effective in controlling 
and bringing about high standards of management. They have ob- 
tained and made available to their banks large amounts of capital 
which has contributed importantly to the safety of the banks and to the 
general banking situation. These banks are well rated. They are 
being operated successfully, and we believe that they are furnishing 
adequate and high grade banking service to their respective com- 
munities. 

I am able to make these statements with some confidence, not only 
because I believe them, but because they represent the views of the 
supervisory authorities as well. Every word I have said since the 
first paragraph of this statement is a direct quotation from the testi- 
money given before you by Chairman Martin and Governor Robert- 
son of the Federal Reserve Board and Mr. Gidney, the Comptroller 
of the Currency, on the first day of these hearings. 

These statements by regulatory officers should establish for any 
reasonable man that there is no basis for the drastic punitive legisla- 
tion on bank holding companies which your committee now has under 
consideration. The fact that Congress, in 20 years of considering 
this problem, has declined to enact further legislation, in itself indi- 
cates complete absence of any pressing need for action. 

Lacking any concrete facts which would justify the harsh type of 
regulation here proposed, the proponents of further regulation of 
bank holding companies have fallen back on a parade of imaginary 
horribles, potential and speculative abuses, with which they have 
sought to stampede the Congress into enacting additional regulation. 

Witnesses testifying in favor of this legislation over the years have 
served up a steady diet of sweeping statements and broad generaliza- 
tions. 

Faced with this persistent campaign, we prepared for use with 
friends and business associates a summary of the case against further 
bank holding company regulation, stated in general terms. 

I have here copies of that statement which I should like to have 
incorporated into the record of this hearing at the appropriate point. 

The CHatrman. It may be incorporated. 

(See p. 282.) 

Mr. Bertcrano. Thank you, sir. 

For the remainder of my testimony, I think the best way for me to 
deal with the assertions of the proponents of the bill, so the committee 
may determine what weight to give them, is to focus on Transamerica 
itself, whose affairs and activities I know best. 

While there have been frequent references to Transamerica in these 
hearings over the years, I have found there is a good deal of misappre- 
hension, both in the legislative and executive branches of Government, 
about what Transamerica is and what it does. 

Far from being some sort of a monopolistic octopus, Transamerica 
is a progressive, efficient company making a substantial contribution 
to the economic welfare of the communities in which its subsidiaries 
operate, and particularly to the five Western States where its banks 
are now found. 
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The company’s offices are in San Francisco, in almost the center of 
the economic region served by our banks. We have a staff of some 
25 people, including accountants, management experts, investment 
ail sts, the secretarial and clerical staff, and myself. 

Our offices at 4 Columbus Avenue are on one floor of a small build- 
ing, and most of us have desks out in the open in an unpartitioned 
center room. The notion of this small group exercising any kind of 
detailed control over the ramified activities of the companies in which 
Transamerican has investments is ridiculous on the face of it. 

The company’s stock is listed on three exchanges and registered 
under the Securities and Exchange Act of 1934, which requires full 
disclosure of the company’s assets and operations. Being publicly 
traded, we are widely owned. There are some 115,000 shareholders 
who reside in every State of the Union. Not one of them owns as 
much as one-fourth of 1 percent of the company’s shares. Anyone who 
wishes to buy or sell stock can do so at any time. 

Transamerica, of course, has a substantial portion of its assets in- 
vested in the shares of banks. It owns a majority of the stock in six 
banks. They are First Western Bank & Trust Co. in California, 74 
percent owned; First National Bank of Portland in Oregon, 67 per- 
cent owned; First National Bank of Nevada, 99 percent owned; and 
Bank of Nevada, 70 percent owned; National Bank of Washington, 
62 percent owned, and First National Bank of Arizona, 79 percent 
owned. 

You will notice that Bank of America N. T. & S. A. is not on the 
list. We do not own a single share of Bank of America stock. Trans- 
america and Bank of America have no common officers or directors, 
and each enterprise operates wholly independently of the other. Our 
banks, like most others on the west coast, find Bank of America in 
many respects one of their most important and aggressive competitors. 

Each Transamerica bank is an important bank in its State. Its 
directors are for the most part citizens of that State, and men of 
affairs well acquainted with the financial and credit needs of the com- 
munities where the banks do business. Many of the officers of these 
banks have been with them for their entire banking careers. These 
local citizens are responsible for the day-to-day management and 
operation of the bank. 

Moreover, a substantial number of our shareholders live in the 
States where their banks operate, as do many minority shareholders 
of the banks themselves. 

Transamerica gets reports and reviews the performance of the banks 
to insure that they remain efficient and progressive; we get copies of 
the official bank examiners’ reports and make sure that any criticisms 
are immediately corrected ; and we express our views on some questions 
of broad policy. 

But our “head office” in San Francisco does not tell any of the banks 
to whom they may lend, or how much. That is solely their own affair 
to be decided by local people with local needs and interests at heart. 

As a result, our banks are making loans at low rates with proper re- 

vard for the interests of the local community and the character of the 
borrowers. You will not find any stagnation or stifling or discrimina- 
tion against the local depositor or borrowers where our banks operate. 
I challenge any bank in a State where one of our banks does business to 
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show a better record than the Transamerica bank in that State for 
getting money out on loan. 

I challenge any of them to show a higher ratio of personal loans, 
installment loans, small-business loans, ‘and consumer credit. Em- 
phasis on this type of seb to the little fellow—is a distine- 
tive feature of ‘Transamerica’s philosophy of banking. 

It is not a matter of ceeeddiinoans to this committee that, in all the 
years since 1933 that hearings have been held in both Houses of the 
Congress on this matter, no depositor, no borrower has ever appeared 
before a congressional committee to complain about the treatment lhe 
has gotten from any of our banks / 

You have heard a great deal of testimony in these hearings about 
how bank holding companies engage in branch banking practices 
contrary to law. Let one thing be very clear. In each of the five 
States where our banks are located, branch banking is permitted 
affirmatively by State statute. 

We think it is the sound way to do business—so do the States, and 
so do our principal competitors in those States. The operations of our 
banks are, however, limited by law to a single State, just like those 
of any other bank now owned by a holding ¢ ompany. They maintain 
normal correspondent relations with banks in other States, includ- 
ing those owned by Transamerica. 

Our banks are in business for one purpose and one only—to provide 
the soundest, the best, the most imaginative kind of banking service 
possible to the people whom they serve. The banks have never been 
used for any other purpose. That is the best way, we think, to make 
money in the banking business. 

They do not finance acquisitions or other activities of Transamerica. 
As a matter of policy, Transamerica does not borrow money from 
them. They do not make loans to other enterprises which Trans- 
america controls. They have not been used as a resting place for 
assets that have gone sour. To my knowledge, none of the super- 

visory authorities has ever complained about “the adequacy of their 
capitalization or the soundness of their operations. 

Quite the reverse, these banks are thriving and growing, are getting 
new customers every day, because of the progressive banking service 
they provide. They are good banks, and we are proud of them. 

Now, the first of the potential evils which the proponents of bank 
holding company legislation conjure up is that bank holding com- 
panies are instrumental in centralizing and monopolizing banking 
and credit facilities. 

As I have listened to these hearings over the last few days, I get 
the feeling that these people simply refuse to recognize that the anti- 
trust laws apply to banks. We are subject to the Sherman antitrust 
laws, both as to restraint of trade and monopoly. 

Moreover, every time we acquire the stock of any bank, that acquisi- 
tion comes within the very strict provisions of the Clayton Act, and 
the Federal Reserve Board has power to force divestiture wherever 
there is an acquisition which tends to create a monopoly. 

It is by these laws that the Congress over the years has acted to 
keep down undue concentration of economic power. There has been 
no one who has said that these laws cannot be or are not being 
enforced. Governor Robertson testified he knew of no bank holding 
company concentration where divestiture would be proper today. 
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It comes close to misrepresentation for some of the witnesses to 
constantly hold up Transamerica as an example of undue concentra- 
tion of economic power. Our company has gone through a very 
exhaustive and expensive examination of all of its bank acquisitions 
from the date of its organization, and has successfully defended itself 
in the courts against charges that these acquisitions violated the Clay- 
ton Act. 

In earlier hearings, the charges which were made in the case brought 
by the Federal Reserve Board were accepted as true. We were 
assumed to be guilty. Now that all of the evidence is in and the case 
has been decided in our favor, it seems to me that there should be an 
end to this talk and a recognition that our activities have not been 
improper in terms of the basic antitrust statutes. 

The Federal Reserve Board went into this matter very thoroughly. 
The record covers many hundreds of pages of testimony and exhibits. 
very single acquisition of a bank by Transamerica from the day it 
was founded in 1928 was thoroughly canvassed. 

Acquisitions by its predecessor companies and the Bank of America 
were dealt with as well. The relations between Transamerica and 
the banks were investigated in minute detail. At the end of all this, 
the Federal Court of Appeals for the Third Circuit held that the 

Soard had been unable to prove any tendency to monopoly or sub- 
-tantial lessening of competition on our part. 

The Supreme Court declined to review this holding. Just because 
the solemn decision of an impartial court does not agree with the 
lixed ideas and prejudices of the proponents of this bill, is no reason 
why the decision should be ignored. 

It is certainly no reason for applying different antitrust standards 
. Transamerica than to any other industry or company. We havea 

an bill of health, and that should put these monopoly charges to rest 
once and for all. 

It is hard to see how an impartial judge could have reached any 
other conclusion. 

The official figures submitted by the Federal Reserve Board at these 
hearings show that as of December 31, 1954, Transamerica’s 6 banks 
account for but 9.36 percent of the offices of commercial banks in the 
) States and only 8.63 percent of the deposits of commercial banks in 
these same States. Nationwide, bank holding companies as a group 
account for only 4.17 percent of the offices and only 5.87 percent of 
the deposits. 

In all but one of the five States, the Transamerica bank is faced 
with aggressive competition of sound, well-financed, growing branch 
banks at least as large, and often larger than our bank, all of which 
are independent banks, not owned by any holding company. 

In California, there is Bank of America, the largest private bank in 
the world, with some 562 offices blanketing the State; and there are 
a number of strong, regional branch banks as well; Anglo-California, 
American Trust, Security First National, California Bank. 

In Arizona there is V alley } National Bank, over twice the size of the 
Transamerica Bank, and State Bank of Douglas, a rapidly growing 
competitor. 

In Oregon there is United States National Bank. And in Wash- 
ington, there is Seattle First National, over 5 times I: arger than Trans- 
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america’s National Bank of Washington, National Bank of Commerce, 
about 3 times larger, and National Bank of Spokane which is our 
equal in size. 

There are also scores of local banks, many of them having 1 or 2 
offices, some of them rather completely covering a metropolitan or 
marketing area, but all of them competing with our offices in the 
vicinity for deposits, loans trust accounts, consumer financing, savings 
accounts and all the other services a bank can render. 

There is still more competition coming from nonbank institutions 
engaged in these same activities: savings and loan associations, finance 
companies, credit unions, savings banks, life insurance companies and 
Government savings and credit agencies. To talk of monopoly of 
credit or depository services under these circumstances is simply 
nonsense. 

Nevada is the only State where our banks do much the largest share 
of banking business, and this is a very special situation. Transamerica 
was called into Nevada by the Governor and other officials when the 
entire banking system in that State collapsed during the banking crisis 
of the early 1930’s. We were asked to put up the capital to reopen 
those banks. There was no local capital available to do so. 

And, as Nevada was then without any banking service whatsoever, 
we responded. Since that time, our percentage of the Nevada banking 
business has declined slowly, though it is still over 75 percent. New 
banks have come in in recent years and are providing competitive 
banking service for this State. 

This quick rundown should give you, Mr. Chairman, and members 
of this committee, some indication of how hollow is the charge that 


Transamerica, as a bank holding company, is tending to create a mo- 
nopoly of credit in the States where it arene, 


“But,” the agitators for legislation tell you, “Transamerica is on the 
march again,” and they ask you to enact these drastic bills to break 
up Transamerica and destroy the investment of its shareholders. 

Well, my first reaction to that kind of talk is that if in 20 years of 
“marching” Transamerica has not caused even a tendency to monopoly 
or substantial lessening of competition, it is unlikely that it will be 
able to do so in the next 20 years. 

But let us examine more specifically what is meant by the cry 
“Transamerica is on the march.” The reference seems to be to events 
of the past year in connection with the Transamerica banks in Cali- 
fornia and Oregon. I would like to give the members of the commit- 
tee the facts on those situations. 

In both California and Oregon, at the time of the Federal Reserve 
Loard suit, we owned a number of different banks. In California, 
there were 27 of these located in various towns and cities, some large, 
some small, 

There was one in Oakland, one in Santa Barbara, one in Pasadena, 
one in Santa Ana, several in the outskirts of Los Angeles and the rest 
were scattered in smaller towns throughout the State. 

In Oregon, our principal bank has always been First National of 
Portland, but at the time of the antitrust case we owned 15 small banks 
with 18 offices in various cities and towns throughout the State. 

After the case was over, Transamerica determined that in both Cali- 
fornia and Oregon it would consolidate the banks it owned, as well 
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as two banks subsequently acquired, into a single bank in each State. 

This action was approved by the appropriate Federal and State 
authorities, who look carefully, among other things, into the competi- 
tive situation to make sure that the opening of proposed branches does 
not create an unbalanced competitive situation. 

In each of these States our principal competitors are large branch 
hanks with regional or statewide systems. It was obvious that the 
banks which Transamerica then owned in those States could most 
effectively and profitably meet this competition if they too were made 
into a single branch system in each State. 

This is all that has been done. As I have already said, in Oregon 
the United States National Bank is almost our equal in size and cever- 
age in every respect. It is not owned by a bank holding company. In 
California, a number of independent statewide or regional branch 
banks still have better coverage in our areas of operations than we do. 

I have pete detailed statistics on loans and deposits of Cali- 
fornia banks comparing the Transamerica bank, First Western Bank 
& Trust Co., with its principal competitors and with statewide totals. 

These tables also show the growth in loans, deposits, and offices of 
these banks in the period 1950 to 1955. 

In California, where we are supposed to be “on the march,” we have 
but 54 banking offices, while our 6 major competitors have 917, and 
our other competitors 313. That is to say, but 54 out of a total of 
1,284 offices. 

An examination of these materials will convince you that there is 
no danger to the competitive situation in California from the First 
Western Bank & Trust Co. I ask that these materials be included 


in the record of the hearings at an appropriate point. 
The CuarrMan. That may be done. 
Mr. Beterano. Thank you, sir. 
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(The information is as follows :) 


(Dollars in thousands] 


— —— — 


| ! 

Increase, 1950 to 1954 

| Dee. 31, 1950; Dee. 31, 1954 J me eit * 
mount 

or No. | Percent 


Growth of deposits: 

First Western Bank & Trust Co_. 1 $608,539 | $745,503 | $136, 964 
Bank of America National Trust & Savings Association 5, 979, 284 | 8,270,535 2, 201, 251 
Security First National Bank of Los Angeles. __- 1, 702,042 | 1,947,399 | 245, 357 | 
American Trust Co_- 1, 018, 097 , 337,123 | 319, 026 
Anglo-California National Bank of San Francisco __- 607, 967 | 849,710 | 241,743 
California Bank ‘ 478, 982 | 632, 241 153, 259 

Citizens First National Bank of Los Angeles__- 350, 579 | 400, 820 50, 21 


Total all California banks.._.......-..-_- 14, 249, 689 217, 850, 000 3, 600, 311 


Growth of loans: 
First Western Bank & Trust Co_-_ | 1 $255,388 | $339, 36 $83, 973 
Bank of America National Trust & Savings Association.| 3,164,944 | 4,043,312 | 878,368 
Security First National Bank of Los Angeles 434, 822 507, 600 72, 778 
American Trust Co__ 462, 424 636,151 | 173,727 | 
Anglo-California National Bank of San Francisco __- 244, 550 346, 187 101, 637 | 
California Bank 153, 339 | 213, 881 60, 542 | 
Citizens First National Bank of Los Angeles bo 85, 639 120, 497 3, 858 | 





Total all California banks.___.-..............---- 5, 933, 917 27 707, 000 1, 73, 033 | 
Growth of banking offices: 

First Western Bank & Trust Co_ 

Bank of America National Trust & Savings Association 526 

Security First National Bank of Los Angeles 133 

American Trust Co__ 82 

Anglo-California National Bank of San Francisco_ 29 

California Bank ‘ 40 

Citizens First National Bank of Los Angeles- 36 | 36 
Total all California banks_.....-.__.__- ; 1,193 de 1, 284 

| 





1 Include s the San Saiieline Bank and its 7 branches, and Transamerica’s 26 banks in California with 
13 branches. 

2 Estimated. 

3 Includes 73 national banks with 857 branches, and 90 State institutions with 264 branches. 

4 Preliminary. 


‘alifornia banking offices: 
Bank of America , 562 
Security First National Bank_ = 141 
American Trust Co_ : 94 
First Western Bank & Trust Co oe 54 
California Bank___-------~_- 44 
ran California National Bank 40 
Citizens National Trust & Savings B sank 36 
Total banking offices : 
First Western_ 54 
6 major competitors___- 917 
Other___- 313 
Mr. Brierano. Thus far, I have been talking tenis the banking 
. . . . ’ a = 
subsidiaries of Transamerica. We also have substantial investments 
in other types of companies which serve quite properly to diversify the 
risk of our shareholders. The proposed bill would require us to get rid 
of the great bulk of these holdings which have a value of many millions 
of dollars. No sound reason why this should be done has ever been 
shown, certainly not in the case of Transamerica 
Like most other investors, we own small blocks of shares in the 
major American corporations. On the other hand, we own controlling 
interests in a number of important concerns. These fall into two gen- 
eral categories—industrial companies and, more important, enterprises 
in the insurance and financial fields, 
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In the first category are two companies in which Transamerica has 
a majority interest, General Metals Corp., making hydraulic pumps, 
diesel engines, and precision metal products; and Columbia River 
Packers Association, Inc., a salmon and tuna company. The stock we 
own in these companies constitutes less than 5 percent of the total book 
value of Transamerica’s assets. 

Although these companies are thus ‘a relatively minor part of our 
total operations, both are nonetheless profitable and growing busi- 
nesses. ‘They have offices or plants in some States where none of our 
banks do business. Wherever they are located, our policy does not 
allow them to borrow from any Transamerica banking unit. These 
investments lend a valuable diversification to our holdings. There is 
no harm to the public interest and much benefit to our shareholders 
in continuing to hold them. 

In the second category are to be found our largest nonbank holdings. 
These are principally in the insurance field but include also Allied 
Building Credits, Inc., which finances real-estate mortgages and home 
improvement loans across the country, and Capital Co., in the real- 
estate investment business. These companies amount to something 
over 24 percent of the book value of Transamerica’s entire holdings. 

Again, it seems to be forgotten that every one of the insurance com- 
panies is fully regulated in every State in which it does business. 

Occidental, which is our biggest single asset, is among the largest 
life-insurance companies in the country. It operates in 47 States and 
the District of Columbia. Its affairs are rigorously scrutinized 
through the insurance commissioners convention examinations. Cer- 
tainly the committee knows that there is no industry in the country 
which is so carefully examined for the soundness of its assets and in- 
vestments and for the fairness and equality of its dealings. 

Certainly, it cannot be argued that in insurance we are moving 
toward monopoly. Our companies are faced in every State they 
serve by literally hundreds of stock, and reciprocal and mutual insur- 
ance companies, fighting for the same business and seeking the same 
investments. 

There is a rational relation between the ownership of such com- 
pamies and the ownership of banks. While the detailed operations of 
al insurance company are quite different of course from those of a 
bank the same types of financial and investment skills are useful in 
the broadly supervisory role which Transamerica exercises. 

At the same time, there are no restrictive arrangements between 
them and the banks owned by Transamerica. I repeat again, Trans- 
america’s policy forbids corporate borrowing transactions between its 
banks and its nonbanking subsidiaries. 

Chairman Martin, in his testimony before you on Monday, attempt- 
ed to give some rational basis for requiring divestiture of these valu- 
able nonbank assets. He said: 


Banks operate largely on their depositors’ funds. These funds should be 
used by banks to finance business enterprises within the limitations imposed 
by the banking laws and should not be used directly or indirectly for the pur- 
pose of engaging in other businesses which are not subject to the safeguards im- 
posed by the banking laws. 


I am in wholehearted agreement with Chairman Martin’s state- 
ments about the sanctity of depositors’ funds. It is the rule which all 


5957 1—55——-19 
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reputable people in the banking business live by. But there is no 
conflict between the strictest fidelity to this principle and the owner- 
ship by a bank-holding company of nonbank assets. I think that can 
be demonstrated : 

First, the quotation above cannot mean that dividends paid by the 
bank to its shareholders should not be used to finance other businesses. 
There is certainly nothing unsound, improper, or undesirable in that. 
Once the shareholder, whether individual or corporate, has received 
his dividends, they are his to do with and to risk as he pleases, and 
nothing he does with them can affect the soundness of the bank’s 
operations. 

Second, if the quotation refers to the use of the bank’s funds to 
make unsound loans or discounts to nonbank subsidiaries or to the 
acceptance by the bank of inadequate security for such loans, Trans- 
america’s policy forbids any intercompany borrowing among its sub- 
sidiaries on any basis, sound or unsound. In any event, every trans- 
action of banks owned by a holding company is carefully examined 
by Federal and State supervisory agencies. 

If there are any unsound loans, improper transactions, or doubtful 
assets, the supervisory agencies can require their elimination under 
existing legal powers. 

Third, the only other possible meaning which can be attributed to 
the statement is that common ownership of banks and nonbank insti- 
tutions will be used to restrict the free flow of services of those com- 

anies. 
" That is, the banks will refuse to deal with the competitors of the 
nonbank institutions, or will require their depositors and borrowers 
to deal with their affiliated nonbank companies. 

Nothing of this sort occurs in Transamerica’s operations. More- 
over, these matters are fully covered by the existing antitrust laws, 
and if there should be any restraint of trade there is no doubt it would 
be speedily dealt with by the Justice Department or by private plain- 
tiffs bringing action under those laws. If the committee is not satis- 
fied with the stringency of these existing laws, there is certainly no 
need to divest our nonbank holdings and destroy the investment of 
our thousands of shareholders in order to tighten up the present 
standards. That would be burning the barn to roast the pig. 

Our nonbank assets are a profitable and sound application of the 
principle of diversification which is so widely favored today in indi- 
vidual investment, investment funds, and institutional investments of 
all kinds. Far from constituting a disadvantage to the banks, we see 
these investments as an added source of strength. They make avail- 
able capital which can be used in the banks if the need arises. A divi- 
dend coming to Transamerica from Occidental is not necessarily 
transmitted directly to our shareholders. If one of the banks needs 
additional capital, that need will be served first. 

In all, from the beginning of Transamerica’s history down to the 
end of this month, more than $60 million of new capital will have been 
supplied by the company to its banks. 

I have given you some details of both the banking side of our opera- 
tions and the nonbank side. The idea has been fostered by the pro- 
ponents of this legislation that we are free to juggle all these com- 
panies and assets without regard to our fiduciary obligations or sound 
banking principles. 
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Nothing could be further from the truth. We are stringently regu- 
lated under Federal laws now on the books. 

Transamerica holds a voting permit from the Federal Reserve Sys- 
tem to vote its shares in the First National Bank of Portland, and the 
First National Bank of Nevada. Under the holding company section 
of the Banking Act of 1933, this, among other regulatory provisions, 
subjects the entire system to examination. 

The books of the corporation and of every one of its subsidiaries, 
bank and nonbank alike, and I would like to emphasize that, the fish 
company, the metals company, the insurance companies, and also the 
banks, are open to periodic examinations by bank examiners of the 
Federal Reserve Board. 

These examiners inquire in detail into each of the many transactions 
entered into by the various companies to insure the safety and sound- 
ness of the entire system. 

Under the law, the examinations are specially directed at disclosing 
the relationships which exist among the various companies owned by 
the holding company. Any criticisms resulting from these examina- 
tions must be and are promptly attended to. 

I sometimes think that one of our big difficulties is that we are 
called a holding company, for since the 1930’s that has become a 
nasty word. At that time, as you will recall, public utility holding 
companies were completely unvegulated, and there was an open and 
notorious record of widespread abuse in the industry, including 
milking of shareholders, inadequate service, huge insider profits, ma- 
nipulation, and even outright fraud on the part of some operators. 
As the record of the present hearings shows, none of the abuses which 
were associated with the public utility holding companies in the 
Insull era have been found in the operation of bank holding companies. 
It is unjust to tar us with the same brush. 

More than that, the legislation now proposed is even more drastic 
than that which was passed to deal with the public utility holding 
company problem. There, divestiture, except in a few limited cases, 
was made dependent upon the administrative findings of an expert 
board that the particular arrangement did not accord with the public 
interest. Here we would be automatically stripped of a major por- 
tion of our assets. 

If there are no abuses, no record of injury to the public interest, what 
accounts for the long continued agitation for this drastic legislation ? 
To my mind, it boils down to a very simple matter. The people who 
are asking you to pass these laws simply can’t stand the competitive 
gaff. 

In the States where we do business, men and women in all walks of 
life—businessmen, lawyers, doctors, farmers, teachers, factory work- 
ers, salesmen-——are flocking to our banks in ever-increasing numbers. 

All of you know that there is no way to tie a bank depositor or a 
borrower to a particular bank. Nothing is easier than for a bank 
customer to change the place at which he does business. His signature 
on a piece of paper is all that is needed. 

Independent branch banks and unit banks can be found in almost 
every town where our banks operate, frequently in the same block. 
Some of them are too, sharing an enormous growth of business as the 
economy of the Western States expands. Others, including some of 
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the independent bankers who are among the proponents of these bills, 
are not keeping up with the pace. 

Why? he answer is a simple one. It is basic to our free com- 
petitive society. We are providing a better service. Our methods 
are more progressive. We take a deeper interest in the concerns and 
problems of our borrowers and depositors. We provide new services 
and facilities which the others do not. 

‘Senator Glass knew what he was talking about when he said in 
1932: 

The fact is that the little banker is the monopolist. He wants to exclude credit 
facilities from any other source than from his bank. He wants to monopolize 
the credit accommodations of his community. He does not want any other 
bank in his State to come there. If it is a manufacturing enterprise, he wel- 
comes it. Whether it be a branch of some great industrial operation or other- 
wise, he welcomes it; but if it is to trade in credit, if it is to accommodate 


the commercial and industrial borrowing demands of the community, he wants 
to monopolize that himself. 


* * * * * * * 


Mr. President, I have been now for nearly 32 years a member of the Banking 
and Currency Committees of the other branch of Congress and of the Senate. 
I have been an intent listener and observer of all measures of importance that 
have been considered; and I assert here that never in that whole period has any 
merchant or businessman having relationships with banks ever protested against 
branch banking. No man who has wanted credit, no man who wanted to borrow 
funds with which to conduct his business has ever in that whole period raised his 
voice against branch banking. It has only been done by the bank which wanted 
a monopoly of credit in its community (Senator Carter Glass, 75 Congressional 
Record 9892 (May 10, 1932) ). 

Instead of rolling up their sleeves and going to work to improve 
the services of their - banks, these relatively few bankers who are being 

yassed by the parade of banking progress come running down to you 
in W ashington and ask you to protect them from the big, bad holidng 
companies. This has been the cry of every industry or company which 
finds its competitive ability lagging behind. 

If the Government is to intervene every time this cry is heard, 
will not be long before the whole fabric of our free enterprise sy ie 
is shot through with the weakness and distortion of Government cot- 
trol. 

I am sure the committee doesn’t want to be a party to that kind of 
development. The time has come to call a halt to these unending, 
repetitive hearings. It is time for the committee to recognize ard to 
state forthrightly that no need exists for the regulation which is being 
asked, and to put this subject to rest. 

Thank you, Mr, Chairman. 

(The information is as follows: ) 


THE CASE AGAINST FurTHER BANK HOLDING COMPANY LEGISLATION 


Proponents of bank holding company legislation have made it clear that once 
again they will attempt to persuade the Congress to enact drastic additivnal 
legislation affecting the business activities and investments of bank holding col- 
panies. 

This subject has already been thoroughly reviewed a number of times by the 
Congress, under both Democratic and Republican administrations. Bills de- 
signed to subject bank holding companies to further legislation have been urged 
before every session of Congress since 1933. These bills have never advanced 
as far as actual debate, nor have they been passed by either the House or the 
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Senate, although four hearings have been held before committees of the Con- 
gress on this subject in the last 8 years.’ 

Throughout this whole period no need has been shown for subjecting this 
group of businessmen to further Federal regulation. 

Legislation already on the books is far reaching and effective. The Banking 
Act of 1933, legislation administered by the Securities and Exchange Commission, 
plus the extensive banking regulations imposed by the States, the Federal Reserve 
Board, the Comptroller of the Currency and the Federal Deposit Insurance 
Corporation are more than sufficient to deal with all aspects of bank holding 
company operations. Bank holding companies are also, of course, subject to the 
antitrust laws, including the Clayton Act. 

Bank holding companies have been instrumental in improving the efficiency of 
banking services in the 31 States and the District of Columbia in which their 
banks operate, and their banks are proving to be effective competitors to those 
who again urge enactment of restrictive legislation. An examination of prior 
hearings discloses certain salient facts, never seriously disputed by responsible 
witneses, which singly and combined demonstrate that the public interest does 
not require further Federal regulation of bank holding companies. 


It is time to call a halt by again and finally rejecting the demands for such 
legislation. 


WHAT ARE BANK HOLDING COMPANIES? 


Individuals with funds to invest usually distribute their shareholdings among 
several different enterprises. They may invest in a single type of business or 
among different businesses. It is common knowledge that, in a particular com- 
munity, a family or an individual will often have substantial interests in banks, 
insurance companies, real estate ventures, and other enterprises, frequently 
assisting directly in the developing of each of the investments made. 

Bank holding companies follow this same general pattern. There are approxi- 
nately 34 bank holding companies today. They have interests in banks oper- 
ating in 31 States and the District of Columbia.2 In some instances these con- 
cerns have invested their money solely in banks. In other instances ownership 
of bank shares is coupled with the ownership of shares in other lines of business 
closely related to banking, such as insurance and finance, or in industrial activ- 
ities. Some holding companies make their investments in one State while others 
make them in an economic region. But no matter what the size or nature of a 
bank holding company portfolio, no bank holding company owns stock in any 
bank which is not regulated in just the same manner and to the same degree as 
would be the case if its shares were not held by the holding company. 

Like an individual, bank holding companies are interested in having sound 
and profitable investments. In varying ways and in varying degrees the com- 
panies lend financial and other assistance to the concerns whose shares they 
hold: but the affairs of these concerns continue to be run by local ntanagements 
and boards of directors familiar with the particular problems of the different 
communities served and bound by law not to favor the majority stockholder at 
the expense of the minority. 

Bank holding companies have been a recognized, established method of doing 
business for more than 25 years. Their banks constitute, however, only a small 
segment of the American banking business. In every area served by a holding 
company bank, that bank is faced with strong competition from well-financed 
banks, not owned or controlled by the holding company, to say nothing of com- 
petition from building and loan associations, insurance companies, finance com- 
panies, and other credit institutions which engage in some or all of the activities 
engaged in by banks. 

Finally, it should be said that most bank holding companies are largely locally 
owned. On the other hand, a good number of them have securities listed on 


1The House Banking and Currency Committee has now announced that it proposes to 
hold a fifth set of hearings on this same subject. Bank holding company bills comparable 
to those offered in prior Congresses have been introduced in the House of Representatives 
by Representative Spence (H. R. 2675) and by Representative Multer (H. R. 685), and 
in the Senate by Senator Capehart and others (S. 880). 

2See the list of bank holding companies supplied by the Federal Reserve Board (1953 
hearings, pp. 44-47) ; the States in which holding company banks are located are: Arizona, 
California, Florida, Georgia, Idaho, Illinois, Indiana, Iowa, Kansas, Kentucky, Massa- 
chusetts, Michigan, Minnesota, Missouri, Montana, Nebraska, Nevada, New Hampshire, 
New York, North Dakota, Ohio, Oklahoma, Oregon, South Dakota, Tennessee, Texas, Utah, 
Virginia, Washington, Wisconsin, and Wyoming. 
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national stock exchanges, and these shares are in turn held by over 200,000 
people throughout the 48 States. 


BANK HOLDING COMPANIES PERFORM A NEEDED AND USEFUL FUNCTION 


The bank holding company and its subsidiary banks have characteristics from 
which decided advantages accrue to the Nation’s economy. As Mr. McCabe, the 
then Chairman of the Federal Reserve Board, said in the 1950 hearings, bank 
holding companies have been helpful in providing better management and im- 
proved banking service (1950 hearings, pp. 25, 43). By being the focal point 
for advisory services and by providing standardized accounting and auditing 
systems and uniform pensions and insurance they can attain desirable economies 
in bank operations. 

In some areas, their banks have provided, as Mr. McCabe has also said, a 
good banking service where none was formerly available; and, when individual 
banks have needed financial help, the holding companies have applied their 
reserves to that end (1950 hearings, p. 43). 

Other Federal supervisory officials, including the Comptroller of the Currency, 
have agreed with these views (1950 hearings, p. 371; 1952 hearings, pp. 19, 29, 
35). In the 1953 hearings the Federal Reserve Board of Governors reiterated 
that bank holding companies have performed valuable services (1953 hearings, 
p. 483), and so did Mr. Boyles speaking for the American Bankers Association to 
which 98 percent of this country’s banks belong (1953 hearings, p. 113). 


THERE IS NO NEED FOR FURTHER REGULATION 


The hearings over the years have made plain the recognized usefulness of 
bank holding companies. They have made plain also the intensiveness of the 
regulation to which these companies are, as will be shown later in more detail, 
already subject. It is not surprising, therefore, that the supervisory authorities 
who started by strongly urging legislation have become increasingly less in- 
sistent. 

This trend was evident in the latest hearings. Although representatives of 
Federal agencies and some impartial banking groups supported varying pro- 
posals, none testified that further regulation of bank holding companies was 
urgently needed. Mr. Jennings, Deputy Comptroller of the Currency, said: ‘We 
don’t know of compelling reasons for immediate enactment of legislation * * *” 
(1953 hearings, p. 53). The representative of the American Bankers Association, 
Mr. Boyles, and Mr. Amberg of the Association of Reserve City Bankers, con- 
curred that the “world won’t fall apart” under presently existing regulation 
(1953 hearings, p. 127; 1954 hearings, p. 296) ; and at least one member of Mr. 
Amberg’s committee thought that need was at “the vanishing point” (1954 
hearings, p. 295). 

Nevertheless, proposals for further legislation continue to take up the time 
and attention of the Congress. Although they vary in degree and differ some- 
what among each other, all of them involve direct or indirect efforts to limit 
the future growth and development of bank holding companies, to subject them 
to broad and stringent rulemaking powers of a Federal agency, to break many 
of them up through the harsh and unusual surgery of divestiture, and other- 
wise to restrict and circumscribe their managements in the exercise of normal 
business functions. 

All this would, of course, substantially weaken the holding companies and 
their banks, and deprive their thousands of shareholders of their proper and 
well-earned interest in such enterprises. The reasons alleged by those advocat- 
ing further regulation give no justification whatever for such a result for they 
are without basis in fact. The most prominent allegations are that banking 
holding companies (1) monopolize the banking business, (2) evade laws pro- 
hibiting branch banking across-State lines, and (3) evade laws prohibiting 
banks from having outside investments. 


THERE IS NO NEED FOR FURTHER REGULATION IN ORDER TO PREVENT ACTUAL OR 
INCIPIENT MONOPOLY 


The allegation of monopoly overlooks the fact that antitrust statutes, in 
particular the Clayton Act, are applicable to the banking industry and provide 
an effective sanction against any bank holding company expansion the effect of 
which is “substantially to lessen competition or to tend to create a monopoly 
(Clayton Act, sec. 7, 15 U. S. C. 18). The absence of monopoly has, in fact 
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very recently been vindicated by the Court of Appeals for the Third Circuit 
which held, in a Clayton Act proceeding brought against one of the largest of 
the bank holding companies, that after long investigation and intensive hear- 
ings no evidence had been produced of monopoly or lessening of competition. 
Transamerica Corp. v. Board of Governors of the Federal Reserve System 
(206 F. 2d 163, cert. den. 346 U. 8. 901 (1953) ). 

Moreover, the hearings have produced no proof showing the existence or like- 
lihood of monopoly due to bank holding companies. Quite the contrary. Statis- 
tics provided by the Federal Reserve Board show that the bank holding com- 
panies’ share of the American banking business is small: as of December 31, 
1952, the branch and home offices of banks controlled by holding companies num- 
bered 6.36 percent of the offices in the area served by holding company banks, 
and a mere 4.83 percent of the total offices in the country; their deposits were 
$13,600,326,000, or less than 8 percent of the national total (1953 hearings pp. 
44-47; see also 1953 hearings, pp. 228-229; 1954 hearings, pp. 356, 554-555). 


THERE IS NO NEED TO RESTRICT THE ACQUISITION OF BANKS ACROSS STATE LINES 


Somewhat related to charges of monopoly is the second assertion that the 
ability of bank holding companies to own banks in more than one State enables 
them to evade laws prohibiting branch banking across State lines. As members 
of the Federal Reserve Board have pointed out, this is simply not true; for 
branch banking is fundamentally different from holding company operations 
(1953 hearings, pp. 16, 26, 42; see also 1953 hearings, pp. 49, 125-126; and 1954 
hearings, pp. 274, 308-304, 309-310. ) 

Holding companies cannot take deposits, perform trust sevices or do many 
of the things a bank can do. The vast majority of branch banks are not owned 
by holding companies, Those that are cannot operate across State lines for 
they do not, by virtue of being owned by a holding company, have any greater 
or smaller legal rights than any neighboring bank not owned by a holding com- 
pany. 

Furthermore, it has been pointed out in detail by the Association of Reserve 
City Bankers, an organization which “represents the thinking of all types 
of commercial bankers,” that, if the acquisition of banks in more than one State 
by a holding company were made dependent on State branch banking laws, the 
result would be confusion, as well as the compromise of our traditional system 
of dual banking in which national and State banks exist independently but side 
by side (1954 hearings 270, 278-87). Each State might pass a different law; 
and each State could determine who could be a shareholder in the national banks 
within its borders. 

It is true, of course, that the holding company can provide coordinated 
advisory and other services to its subsidiary banks, much as the home office 
can do for its branches. But there resemblance between holding company opera- 
tions and branch banking ends. However many branches there may be in a 
branch banking system, they form but one corporation, with one board of direc- 
tors and a single capital structure. Each bank holding company bank, on the 
other hand, is a separate legal entity, with its own board of directors, and is 
capitalized separately from the other banks of the holding company. A branch 
bank in a branch system furthermore has access to the entire capital struc- 
ture and deposits of the whole branch system to meet its demands for loans. 
This gives a mobility of credit not matched by the holding company bank which, 
precisely like an independent bank, is limited in its loanable funds to its own 
capital structure and deposits, except as it may in the ordinary course of busi- 
ness borrow from or place overlines with its correspondent banks (1953 hear- 
ings 224 ; 1954 hearings 309-10). 


THERE IS NO NEED TO DIVEST BANK HOLDING COMPANIES OF THEIR NONBANK ASSETS 


The third complaint made by proponents of further regulation is that some 
bank holding companies invest in businesses other than banks. As a matter 
of choice many bank holding companies in fact do not feel it necessary to make 
such investments. They recognize, however, that investment in nonbank assets 
is perfectly legitimate. Diversification of investments is, indeed, becoming 
more and more typical of United States industry. Its desirability is reflected 
in the growth of investment trusts and is obviously a basic consideration to 
the individual investor. It is a concept recognized and regulated by the Invest- 
ment Company Act of 1940 (1954 hearings 388). 
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The proponents of legislation say, however, that banks are not allowed to 
invest in outside businesses and therefor bank holding companies should not 
be able to do so either. There is a patent fallacy to this argument; the hold- 
ing company is not a bank. An individual can buy bank stock but by doing so he 
does not become a bank; neither does a holding company. And, like any 
individual, the holding company may buy nonbank stock in order to diversify 
its risk as a shareholder. It is, indeed, common practice among individual bank 
officers and stockholders to invest in other enterprises. 

Moreover, in diversifying its risk, the holding company is investing risk capital 
provided by its shareholders. Banks, on the other hand, deal primarily not with 
risk capital, but with deposits. It is natural, therefore, that in the use of this 
nonrisk capital all banks, including those owned by holding companies, are 
limited to the extension of loans and barred (except to a very limited extent 
under some State banking laws) from the greater hazards of investment in the 
stock of other corporations. And it is appropriate that such a limitation not 
be applied in the case of one, be it an individual or a holding company, who is 
investing risk capital not depositors’ money. In the latter case, the public inter- 
est calls for adequate controls not for prohibition. Such controls are already 
provided by multiple existing legislation which severely regulates transactions 
between parent and subsidiary (e. g. section 23A of the Federal Reserve Act, 
12 U. S. ©. 3871c), and which requires full disclosure of holding company affairs 
through examining procedures which everyone agrees are adequate. 

After hearings which have stretched back over many years, the record dis- 
closes no practice or course of conduct by bank holding companies arising out 
of their diversified investments or otherwise which endangers the strength or 
safety of the banks in which they have investments. The Chairman of the Fed- 
eral Reserve Board and the Deputy Comptroller of the Currency have repeatedly 
and affirmatively stated they know of no such practices (1950 hearings 59, 233; 
1953 hearings 53-55). In the entire course of the hearings but a single instance 
has been disclosed, and this was reviewed at some length in the testimony of 
Mr. Cook, Chairman of the Federal Deposit Insurance Corporation, who stated 
that bank holding company legislation was not necessary to cure the abuse there 
involved since it could be dealt with, if at all, by amendment of existing legisla- 
tion (1953 hearings 103, 105). 

The record of the hearings clearly shows, moreover, that diversified investment 
serves a proper and valuable function. The added capital eushion that it gives 
to the holding company permits a supply of funds to flow to the subsidiary banks 
by direct contribution to the bank’s capital, by investment in the stock of the 
bank, and by the holding company’s acceptance of lower dividends. 

Two examples will suffice: The record shows that 13 million dollars of addi- 
tional capital has been supplied since 1944 by Morris Plan Corp. to its underlying 
banks (1954 hearings 387, 428) ; it also shows several million dollars of similar 
investment made by the First Kentucky Co. since 1930 (1954 hearings 662-663). 
This flow of funds helps the subsidiary banks, particularly those which are small 
banks of limited resources, to meet the ever-increasing demands of an expanding 
economy for capital. 

Furthermore, because each subsidiary bank has behind it the capital of the 
holding company as well as the additional reserves most companies are required 
by law to maintain (12 U. S. C. 61), the bank’s depositors and shareholders are 
protected to a much greater extent than they would otherwise be. In times of 
difficulty, the capital resources of the holding company may rescue banks which 
might otherwise go under or may furnish the means of maintaiming banking 
service in otherwise almost hopeless situations. 

Take an example from the history of Transamerica Corporation. One of the 
States hardest hit by the banking crisis of the early 1980’s was Nevada, where 
nearly all the banks failed and the economic situation was desperate. In this 
emergency the Governor, other State officials, and leading citizens appreached 
Transamerica for help. At their urging, this holding company acquired a bank 
in Nevada, established branches, and served the State with a sound banking 
system (1950 hearings 186-188). 


PRESENT REGULATION IS MORE THAN ADEQUATE 


The failure of proponents of further regulation to produce any proof that such 
regulation is needed is hardly surprising in the light of the fact that bank holding 
companies and their subsidiaries are already regulated by an enveloping variety 
of legislation. Probably the most important law in this respect is the holding 
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company affiliate voting permit section of the Banking Act of 1953, as amended 
in 1935 (12 U. S. C. 61). This statute, to which almost all bank holding com- 
panies are subject, requires that: 

First, in order to vote the stock it owns in any of its subsidiary banks which 
are members of the Federal Reserve System, a holding company must obtain a 
voting permit from the Federal Reserve Board; in acting upon an application for 
a permit, the Board must consider “the financial condition of the applicant, the 
general character of its mangament, and the probable effect of the granting of 
such permit upon the affairs of such bank.” 

Second, to obtain a permit the holding company must agree to regular ex- 
aminations by bank examiners of both itself and also of all companies it owns, 
including companies which are not banks. The examination must be sufficient 
“to disclose fully the relations between (the holding company) and (its subsid- 
iary) banks and the effect of such relations in the affairs of such banks.” 

The law, it should be added here, severely curtails the power of holding-com- 
pany banks, if they are Federal Reserve members, to invest in and make loans to 
both the holding-company parent and any of its subsidiaries, bank or nonbank 
(12 U. 8S. C. 371c). As long as one subsidiary is a member bank, the Federal 
Reserve Board has, in practice, applied this provision to all other subsidiary 
banks whether they are members of the Federal Reserve or not. The Board and 
the Comptroller of the Currency consider this provision of the law and the prac- 
tice thereunder adequate to prevent unsound “upstream” loans and the like 
(1953 hearings, 42-48, 51). 

Third, in certain circumstances a bank holding company must maintain a 
reserve of readily marketable assets which may be as high as 25 percent of the 
aggregate par value of bank stocks owned by the company. These reserves are 
specially designed to give the depositors in subsidiary banks additional protec- 
tion over and above the reserves which all banks are required to maintain. 

Fourth, bank holding companies, just like investment and public-utility hold- 
ing companies, may not own any company engaged in the issuance, underwriting 
and distribution of securities and, 

Fifth, they may declare dividends only out of net earnings. 

A bank holding company ordinarily cannot escape regulation by failing to apply 
for a voting permit; for, except in very unusual circumstances, it then becomes 
subject, as are other investment companies, to the Investment Company Act of 
1940. Among other things this act prohibits loans from subsidiary to parent, 
prohibits special fees on transactions between them, and rigidly confines, and 
gives the Securities and Exchange Commission supervision over, sales and pur- 
chases between, and loans from, parent to subsidiary (sec. 17). Under the act’s 
authority uniform rules of accounting have been promulgated. The Commission 
also given power to obtain annual and periodic reports including financial state- 
ments (sec. 30, 81). 

Furthermore, if the securities of a holding company are registered on a stock 
exchange, or if a holding company wishes to offer a new security issue, then 
the Securities Acts of 1933 and 1934 require the annual filing of reports with 
the Seeurities and Exchange Commission which fully disclose the company’s 
financial structure, the nature of its business, the identity of holders of more 
than 10 percent of its stock, its bonus arrangements, and its current balance, 
and profit-and-loss statements (15 U. S. C. T7aa, 78-1). The 1934 act, of course, 
also severely controls proxy solicitations as well as trading profits made by 
insiders. The Commission has full power to investigate any present or pros- 
pective violations (15 U.S. C. 77s, 78u). 

Finally, if a bank holding company owns any national banks, it must submit 
to the Comptroller of the Currency periodic reports fully disclosing its relation- 
ship with such banks (12 U.S. C. 161). 

Besides the holding company itself, the banks which it controls are inde- 
pendently subject to intensive regulation under a vast body of State and Fed- 
eral law of which a few examples follow. National banks must belong to the 
Federal Reserve System; State banks may belong and many of the larger ones 
do. The officers and directors of these member banks are personally liable for 
loss due to any unsafe banking practice they permit (12 U. 8S. C. 503). The 
amount of reserves member banks must maintain and the maximum interest 
to be paid on time deposits is fixed by the Federal Reserve Board (12 U. 8. C. 
461 et seq.) ; and the banks must submit to regular examinations (12 U. S. C. 
481 et seq.). 

Almost all banks, National and State, are also members of the Federal De- 
posit Insurance Corporation, finding it virtually impossible to attract deposits 
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without such membership. The powers of the Corporation are vast. It regu- 
larly examines insured banks which are not Federal Reserve members. It may 
terminate the insured status of any bank engaging in unsound practices. In- 
surance against robbery and embezzlement may be required. Its consent is 
needed before a bank’s capital may be reduced or its location changed (12 
U. S. C. 1811 et seq.). 

Aside from all this, National banks are also controlled directly by the Comp- 
troller of the Currency and, if necessary, he may revoke their charters for un- 
sound banking practices (12 U. S. C. 93). State banks are subject to State 
banking laws. And the interlocking relationships between banks of all kinds 
are effectively controlled by Federal antitrust legislation. 

” » * ” * » * 

In the past, no important regulatory legislation has been enacted in any field 
of business without a compelling public demand and concrete proof of an urgent 
need requiring congressionai intervention. In the judgment of Congress, such 
a situation was presented by the public-utility holding companies in the early 
1930's. The Public Utility Holding Company Act was passed in the light of a 
notorious record of a completely unregulated industry rife with such practices 
as milking of subsidiaries, improper loans, overcharges, watered stock and out- 
right fraud ; it was the only time in our history that assets have been divested by 
legislative fiat. 

That situation stands in stark contrast to that which has emerged from the 
record of bank holding company hearings. There is here n> compelling public 
demand for further regulation of bank holding companies. Newspaper readers 
will not find outcries about bank holding companies filling editorials and letters 
to the editors; nor have any borrowers from banks or depositors in banks ever 
made any complaints at the hearings. 

Likewise, as has been pointed out above, the regulatory authorities admit that 
further legislation is not urgent. Not only is there no urgency; there is, as 
the complete lack of evidence derogatory to bank holding companies establishes, 
no necessity at all. The record of the many hearings is, on the other hand, 
replete with proof that bank holding con‘panies can and do contribute significantly 
and usefully to our economic life. 

The time has come when these companies should no longer be compelled year 
after year to defend against continuing selfish efforts to induce Congress to 
approve unneeded and unwarranted legislation. 

TRANSAMERICA CorP., 
FRANK N. BELGRANO, Jr., 


President and Chairman of the Board. 
FEBRUARY 1955. 


The Cuarrman. Mr. Belgrano, have you a detailed list of the non- 
banking businesses in which Transamerica is interested ? 

Mr. Brrerano. Yes, sir; the names of the banks in this report are 
all of the six banks controlled by Transamerica. 

The Cuarrman. I am speaking now of the nonbanking interests, 
the outside interests which you control. 

Mr. Bercrano. Other than what I have given you here, our annual 
report will be off the press in 2 weeks. I will be delighted to send 
sufficient copies of the annual report to each member of the committee. 

The CHarrmMan. May we have that ? 

Mr. Bercrano. Our auditors are to give us the figures on the 9th 
of this month. I am to read the report to my directors on the 10th. 
I would say about the 20th of this month. 

The Cuarrman. That would probably be too late. Could you fur- 
nish the list for the record ? 

Mr. Betcrano. I would be glad to. 

The Cuarrman. The complete list of nonbanking businesses which 
you control. 

Mr. Bererano. I will be glad to, sir. 
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(The data referred to above is as follows :) 


TRANSAMERICA CorP.—ANNUAL REPORT TO STOCK HOLDERS, 1954 


San Francisco, Carir., March 10, 1955. 
lo the Stockholders: 

Most of you will remember that 1954 began with a tapering off of business in 
veneral. This was widely publicized, and many economists pessimistically pic- 
tured an era of deep depression. However, as I said at the annual meeting of 
our stockholders in April 1954, Transamerica held no such gloomy thoughts. 
Actually, the lag at the beginning of the year was little more than a pause before 
starting a new advance. During the 12 months that followed, a near-record 
volume of goods and services was turned out, and more disposable personal 
income was received and spent than in any previous year. Optimism for the 
future and confidence in business were shown by the rising tide of activity on 
which the year ended. 

For Transamerica Corp. and its subsidiaries, 1954 was a year of outstanding 
growth and important progress. Noteworthy gains were registered by our banks 
and insurance companies, accompanied by higher earnings. In general, our 
manufacturing, industrial and other interests also fared well. The accomplish- 
ments of your corporation and its subsidiaries are discussed later in this report, 
but some of the highlights of our operations during the past 12 months were: 

Consolidated net profit for the year was benefited by transactions involving 
our banking interests and aggregated $40,652,943, or $4.13 on each share of 
Transamerica Corp. stock outstanding. 

Regular dividends were distributed in January and July and a special dividend 
was paid in December. By those payments, totaling $1.40 a share, the corpora- 
tion distributed $13,794,834 to its stockholders. 

With the purchase of the San Francisco Bank and the merging of our Cali- 
fornia banking interests, a statewide branch banking system was created. 

Our life insurance subsidiary continued its unprecedented growth and closed 
the year with more than $5, billion of insurance in force. 

The First National Bank of Portland, after consolidation with the 18 offices 
of our 15 other Oregon banks, became the largest branch banking system in 
the Pacific Northwest. 

Notwithstanding heavy cash outlays for additional investments, the corpora- 
tion had no bank indebtedness at the year end. 


NET PROFIT AND DIVIDENDS 


The 1954 net profit of Transamerica Corp., including its equity in the earn- 
ings of majority-owned domestic subsidiaries in excess of dividends received, 
was $40,652,948. That equals $4.13 a share on each share of the corporation’s 
stock outstanding in the hands of the public throughout 1954. For 1953, the 
consolidated net profit was $27,762,030, or $2.82 a share. 

The profit figure for 1954 includes nonrecurring income of approximately 
$6,200,000 which resulted from bank consolidations. Additiong! profit of $7,- 
053,197 realized from these transactions, being of an intercompany nature, has 
been eliminated from the income account and has been applied to reduce the 
carrying value of our investments in the surviving banks. Similarly, to avoid 
duplication of profits reported in previous years, our equity in the undistributed 
earnings of banks placed in liquidation during 1954 and realized that year as 
income, has been deducted in arriving at the consolidated net profit for 1954. 

Reviewing 1954 results of the parent corporation solely, the net normal 
operating income of Transamerica Corp., including profit on sales of other cor- 
porate securities, rose to $15,076,590 from $11,270,922 for the preceding year. 
Dividends to our stockholders in 1954, aggregating $13,794,834, were 91 percent 
of the normal income of $15,076,590. 

The management’s declared intention of developing the corporation’s income 
from its banks and companies to the fullest extent was rewarded by the receipt 
of $10,450,424 in dividends from such subsidiaries. That compares with $8,- 
726,165 in 1953 and constitutes a 20-percent increase in this type of income. 
Practically all subsidiaries are now paying dividends on a regular quarterly 
basis, and we anticipate increased revenue from this source as time goes on. 

In 1954, the corporation declared two regular cash dividends, each of 65 
cents a share. Those dividends were distributed at the end of January and 
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July, respectively. In addition, a special dividend of 10 cents a share was 
paid on December 30, 1954. It is the opinion of our tax counsel that the entire 
distributions in 1954, totaling $1.40 on each share of Transamerica Corp. stock, 
constitute taxable dividend income to our stockholders. 

The Internal Revenue Code of 1954 contains provisions which accord certain 
tax credits on dividends received after July 31, 1954. Inasmuch as the July 
dividend checks were not received by our stockholders until after July 31, that 
dividend of 65 cents a share and the special dividend of 10 cents a share dis- 
tributed at the year end should be treated as having been received after July 31, 
1954. N i 

From time to time, management has weighed the advantages and advisability 
of distributing dividends on Transamerica Corp. stock four times a year instead 
of twice a year, as in the past. In view of the fact that the regular income of 
your corporation has been geared so that it can be anticipated with a fair degree 
of certainty, your directors have made the following changes in the corporation’s 
dividend policy. First, the regular annual dividend rate was increased to $1.40 
a share from $1.30 a share. Secondly, starting with the regular dividend of 35 
cents a share paid on January 31, 1955, it is intended to make similar distribu- 
tions during the months of January, April, July, and October of each year. 
Under this arrangement, it is the present intention to distribute 4 regular divi- 
dend payments in 1955 aggregating $1.40 a share, equal to the amount distributed 
in 1954. It is believed that the more frequent receipt of dividends will be 
helpful to the stockholders. 

THE BALANCE SHEET 


Your corporation’s direct investments in capital stocks of majority-owned 
active domestic subsidiaries were carried at December 31, 1954, for $122,744,947 
and accounted for 68 percent of all of the corporation’s assets. That compares 
with $87,954,509 at the end of 1953. The net increase of almost $35 million is 
due, for the most part, to our new investment in a majority of the stock of First 
Western Bank & Trust Co. (formerly the San Francisco Bank) carried at an 
adjusted value of $45,382,602, a further investment of $10,675,280 in additional 
shares issued by the First National Bank of Portland, and a reduction of 
$20,750,059 representing the 1953 carrying values of banks placed in liquidation 
during 1954. Substantial liquidating payments have been made by the latter 
banks and the estimated amount to be received when the liquidations have been 
completed is shown as an account receivable. 

At December 31, 1954, there was $122,055,440 of appreciation inherent in our 
investments in domestic subsidiaries. In addition, there is the supplementary 
value of goodwill in our banks, the insurance in force with our insurance sub- 
sidiaries, and many other similar increments which, although of an intangible 
nature, are nevertheless of considerable value. 

At the end of 1954, the corporation’s direct investments in other corporate 
securities were carried for $24,769,391. That reflects a reduction for the year 
of $8,512,753. Market quotations for securities strengthened during the year, 
particularly in November and December. By taking advantage of rising values, 
substantial profits were captured through the sale of a number of investments, 
virtually all of which were effected with a gain. The total net profit realized 
from this phase of operations was $4,112,721. Among the larger items, from 
which both book and tax profits were realized, were sales of shares of stock of 
the National City Bank of New York, shares of Fireman’s Fund Insurance Co., 
and all of our stock interest in Pictsweet Foods, Inc. All of the remaining hold- 
ings of other corporate securities have risen in value since the end of 1953. At 
December 31, 1954, net appreciation applicable to such investments totaled 
$9,423,008. At December 31, 1953, similar appreciation was $7,160,529. 

Our substantially increased investment in subsidiary banks required a heavy 
outlay of cash, and temporary bank financing was arranged. However, from 
sales of other corporate securities and from funds received from subsidiaries in 
liquidation, all loans were repaid and the corporation closed the year with no 
bank indebtedness outstanding. 


BANKING SUBSIDIARIES 


For a number of years prior to 1954, your corporation owned majority interests 
in many individual banks located in the five Far Western States. It added to 
those holdings in 1954 by acquiring most of the stock of Western Bank, Long 
Beach, Calif. Although each unit successfully carried out the function of pro- 
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viding banking facilities for its particular community, it was apparent that the 
banks would be of far greater value to those communities as branches of a major 
institution. It was also recognized that they could be operated more eco 
nomically as branches than as separate entities, thus creating more income for 
the benefit of Transamerica’s stockholders. With this in mind, plans were made 
to centralize, as much as possible, our banking interests in each of the States 
where we owned a number of separate interests. 

As an initial step in this program, the 15 smaller banks in Oregon with their 
18 offices were consolidated with the First National Bank of Portland. That 
was followed by the merging of the banking business of Farmers Bank of Carson 
Valley with First National Bank of Nevada. In California, the uniting of our 
interests into a single strong unit was accomplished, first, by consolidating the 
three banks in Mountain View and Oakdale with Central Bank, Oakland; see- 
ondly, by purchasing a one-third stock interest in the San Francisco Bank and 
at the same time combining its business with that of Central Bank, and, finally, 
on November 30, 1954, by converting the remaining 23 banks in California into 
pranches of First Western Bank & Trust Co. (the new name of the San Francisco 
Bank). 

The benefits and advantages from the former ownership of numerous indi- 
vidual banks are still retained for our stockholders, but most of those benefits 
and profits will come to us hereafter from our interests in six major and promi- 
nent banks, namely: 

First Western Bank & Trust Co., California 

The First National Bank of Portland, Oregon 

First National Bank of Nevada, and Bank of Nevada 
National Bank of Washington 

First National Bank of Arizona 

On these strong foundations, further expansion can be built. 

The San Francisco Bank was established in 1868 and for many years has been 
prominent in the field of real-estate loans and trust operations. As a result of a 
proposal made by Transamerica in April 1954, that bank, with 600,000 shares of 
capital stock outstanding, issued 300,000 additional shares. Transamerica Corp. 
purchased all of these additional shares at a price based on the appraised value 
of the assets of the bank, including an amount of goodwill for its normal deposits. 
Coneurrently, the banking business of Central Bank and its 15 branches was 
purchased by the San Francisco Bank, and precisely the same valuation formula 
was used as that for computing the value of 300,000 shares mentioned above. 
Coupled with these transactions was the offer by Transamerica Corp. to 
purchase from the stockholders of the San Francisco Bank any and all of the 
600,000 shares of stock of the bank owned by them at the same price per share 
it had paid for the 300,000 additionally issued shares. The threefold proposal 
culminated in Transameriea acquiring more than 75 percent of the outstanding 
stock of the San Francisco Bank, which, after the combination with Central 
Bank, emerged with total assets of $532 million and 22 offices in addition to its 
main Office in San Francisco. 

The second step in knitting together our banking interests in California was 
taken in November 1954. First Western Bank & Trust Co. was adopted as the 
new name of the San Francisco Bank. This name is more descriptive of the 
statewide scope of its activities. Next, the bank declared a 100-pereent stock 
dividend, thereby inereasing its capital account to $22,500,000. Finally, at the 
close of business on November 30, it took over the banking businesses and assets 
of our remaining 23 banks in California and, on the morning of December 1, 
1954, opened for business at 54 offices in 39 communities stretching from Weed 
in the north of the State to Santa Ana in the south. 

At December 31, 1954, First Western and its branches had total loans of 
$342,027,822. With deposits of $745,508,158, it stood in 26th place among the 
14,000 banks in the Nation. Normal earnings of the bank for the last 6 months 
of 1954, the period of our ownership, aggregated $1,892,499. That amount 
includes the earnings of the 31 branches, acquired November 30, for the month of 
December only; the full benefits from the expansion effected in 1954 will not be 
realized until 1955 and later years. 

As mentioned previously, the First National Bank of Portland, in the early 
part of 1954, enlarged the area of its activities by taking over the banking bwsi- 
nesses of the 18 offices of the 15 smaller banks in Oregon majority owned by the 
corporation. Shortly after that merging of interest the bank issued 400,000 addi- 
tional shares of capital stock at $40 a share, all of which were readily purchased 
by its stockholders. Transamerica Corp. and its subsidiaries subscribed to 
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268,549 shares of this additional stock. At December 31, 1954, the First National 
Bank of Portland had total assets of $863,790,701, loans and discounts of 
$372,884,992, and capital funds, including amounts set aside for future possible 
loan losses, of $64,761,303. Measured by year-end deposits of $784,731,427, it 
ranks in 21st place among all banks in the United States. 

Normal profit for the year of $5,154,666 was the highest earning figure in the 
bank’s long history, and dividend distributions have kept pace with the rise in 
earnings. In 1954 diridends totaling $2,880,000 were paid. 

With the opening of its 10th banking office in Portland and the establishment 
of an office at Waldport, the First National Bank of Portland now furnishes full 
banking services to the people of Oregon at 69 offices in that State, and is the 
largest branch banking institution in the Pacific Northwest. 

First National Bank of Nevada reported a year of outstanding activity and 
still greater growth can be expected in 1955 and future years. Its branch banking 
operations were expanded by acquiring the business of Farmers Bank of Carson 
Valley at Minden, Nev. In addition to its enlarged head office in Reno and a 
military facility at Nellis, the bank serves an increasing number of customers at 
15 other offices in the State. Deposit growth for the year was outstanding ; total 
deposits of $188,022,923 at the end of 1954 reflect a 14-percent increase for the 
year. Still more noteworthy was the increase in earnings which, benefiting to 
some extent by the elimination of excess-profit taxes, rose to $1,471,673, or 45 
percent more than 1953’s results. 

Toward the end of the year the par value of the bank’s outstanding shares was 
reduced from $100 to $10 each and is capital account was increased to $5 million 
from $3 million by the declaration of a 66% percent stock dividend. The larger 
cay-tal affords the bank the opportunity of expanding its loan volume still 
further, thereby increasing its potential income. 

Bank of Nevada, the smallest of our 6 banking subsidiaries, with 2 offices in 
the fast-growing area of Las Vegas, and other offices at Boulder City and Hen- 
derson, had total assets of $31,020,213 at December 31, 1954. Its deposits of 
$28,524,972 at that date were 25 percent higher than at the preceding year end. 
The growth of this bank also called for a larger capital structure and 3,000 addi- 
tional shares of stock were issued at $200 a share. The profitable investment of 
new funds from the capital increase and the remarkable deposit growth helped 
the bank to expand its profits to $192,310 for the year, from which it distributed 
$638,000 in dividends. 

In the States of Arizona and Washington your corporation continues to own 
a majority interest in two substantial banks, each with deposits well over the 
$100 million mark. The First National Bank of Arizona and its 18 offices closed 
the year with deposits of $148,175,505 and loans of $70,149,010, both showing sub- 
stantial gains. Those totals compare with $137,034,551 and $60,254,348, respec- 
tively, at the 1953 year end. Net profit for 1954 of $1,086,388 bettered 1953's 
results by more than 35 percent, partly because of lowered tax provisions. 

National Bank of Washington has 10 offices in Washington in addition to its 
main office in Tacoma; it also operates 2 military facilities. Its solid growth is 
reflected by the rise in deposits to $126,187,861 from $120,514,646 a year pre- 
viousty. That increase was matched by the expansion of outstanding loans which 
totaled $69,649,204 at December 31, 1954, and reflected a gain of $6,666,260 for 
the year. The bank’s major achievement, however, was the betterment in earn- 
ings. Net profit of $1,065,677 for 1954 was 45 percent greater than the previous 
year’s results. 

To keep step with the rapid growth of our banks, steps have been or will be 
taken to support that growth with the investment of additional capital funds. 

Banca d’America e d'Italia, our banking subsidiary with 61 offices in Italy, 
was confronted throughout 1954 with strong competition for deposits. It was 
able, however, to more than hold its own and its December 31, 1945, deposits of 
118 billion lire were, in fact, slightly ahead for the year. Investments remained 
steady. throughout the year, notwithstanding the fluctuation of deposits, with 
the result that the bank’s earning position improved. In 1954, the bank doubled 
its capital account from 650 million lire to 1,300 million lire. That was accom- 
plished by the sale of 100 million lire of stock and by the declaration of a 550 
million lire stock dividend. At December 31, 1954, the bank’s capital funds, 
including reserve arising from revaluation, aggregated 3,844 million lire. 


INSURANCE SUBSIDIARIES 


In 1930, when Occidental Life Insurance Co. of California was acquired by 
Transamerica Corp., the insurance market was dominated by scores of old, well- 
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managed companies, while Occidental was a small, relatively unknown company 
doing business only in the Pacific coast and nearby States. In less than a quarter 
of a century, by studying the public’s insurance requirements and developing the 
new kinds of policies that were needed, that company has emerged as a pace- 
setter and a leader in the life insurance field. With $5,261,705,984 of insurance 
in force at the 1954 year end, $679,278,964 more than at December 31, 1953, it 
advanced to 12th place among similar companies in the United States and 
Canada. During the last 12 months, the company increased its premium col- 
lections for accident and sickness coverage to $56,782,149, a rise of $3,954,958 
for the year. In 1954 it entered 5 more States, bringing the total to 47 in addition 
to 7 Canadian provinces, Hawaii, Alaska and the District of Columbia. At 
December 31, 1954, Occidental’s assets had increased to $447,142,013 and its capi- 
tal funds aggregated $39,906,626. Net profit for 1954 was $12,543,231; the com- 
parable figure for 1953 was $10,423,693. 

Occidental’s enviable position has been attained by providing what is probably 
the most complete choice of insurance plans available, not only in individual 
policies of life and accident and sickness coverage, but also in group insurance. 
Today, it is the eighth largest group life insurer in North America. With over 
4 million individual Occidental policies and certificates of insurance in force, it 
is estimated that 1 out of every 15 Americans and Canadians is protected by 
Occidental coverage, either as an insured or as a beneficiary. 1954’s growth was 
paralleled by increased benefit payments—a measure of performance of needed 
service. Benefits paid policyholders and beneficiaries in 1954 reached $81,893,189, 
bringing the total of such payments since the inception of the company to 
$483,568,150. 

Prospects of sharply increased competition pose for Occidental, now national 
in scope, a challenge as great as that faced in 1930. By pushing market research, 
new policy design, and merchandising with even greater vigor, the company is 
confident that the exceptional progress it has made to date will be continued, 
extended and reemphasized. 

The year 1954 will long be remembered by the fire insurance industry as the 
windy year. Hurricanes Carol and Edna struck the New England area in 
August and September, and were closely followed by Hurricane Hazel which 
swept over 10 States from South Carolina to the Canadian border. These storms 
exacted their toll on Pacific National Fire Insurance Co., which paid out more 
than $2 million in claim settlements to over 20,000 policyholders. Notwithstand- 
ing these heavy payments, the combined loss ratio of our six insurance companies, 
which write practically all forms of insurance other than life insurance, was 
57 percent compared with 57.7 percent for 1953. Premiums written of 
$47,612,841 were $2,071,454 less than 1953's volume, due largely to a falling cff of 
insurance written by Premier Insurance Co. on automobiles purchased under 
time payment plans. Premiums earned, however, advanced to $46,057,494 and 
showed an increase of $1,315,258. 

Income and profits from the investment phase of operations augmented under- 
Writing results and this group of subsidiaries finished the year with a statutory 
net profit totaling $3,115,619. The corresponding amount for 1953 was $1,715,184. 
Adjusted for the changed equity in the unearned premium reserves, operations 
for 1954 created a gain of $3,510,890, substantially greater than the $2,679,206 
reported for the preceding year. 

To keep pace with the general growth of the insurance industry, Paramount 
Fire Insurance Co. is entering the multiple-line underwriting field. Manufac- 
turers Fire Insurance Co. after a year of inactivity has revived it operations 
through the acceptance of fire and allied reinsurance. Preparatory to expanding 
its activities to take on lines of reinsurance, Premier Insurance Co. increased its 
capital account from $200,000 to $1,000,000 by means of a 400 percent stock 
dividend, 

MANUFACTURING AND INDUSTRIAL SUBSIDIARIES 


General Metals Corp. successfully maintained its sales volume at about the 
same level as in 1953, despite a longer delivery schedule for governmental orders 
of its aviation products and notwithstanding keen competition in the heavy 
industry field. Net sales of its varied products were $35,236,634; the 1953 total 
was $34,668,569. However, a national industrywide increase in wages and higher 
manufacturing expense were responsible for raising costs and lowering the profit 
margin considerably. Net profits for the year amounted to $803,668; the 1953 
profit figure was $1,089,646. 
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Constructive steps have been taken to improve the company’s competitive 
position and establish a strongly knit organization to serve the expanding needs of 
the West. The metals division completed a new $5% million addition to its 
Oakland foundries as well as a new heat treating plant at Houston, thus effecting 
a complete replacement of the division’s foundry facilities. Production of auto- 
motive castings and malleable pipefittings, produced in the West solely by 
General Metals, has been expanded. 

An intensive study of the operations of each of its divisions, conducted by a 
leading national firm of management consultants, has laid the pattern and 
groundwork for broadening the executive base and establishing stronger central- 
ized management control. 

Columbia River Packers Association, Inc., increased the tempo of its activities 
in 1954, achieving a sales record of $14,933,250 and establishing a new high in its 
pack of 902,123 cases of canned seafoods. 

The wide diversification of the company’s operations again enabled it to 
capitalize on fish runs wherever they appeared. The phenomenal run of sockeye 
salmon which returned to Puget Sound waters in 1954 is an outstanding example. 
Through full utilization of purse seine, gill net, and reef net fishing operations 
the company’s pack of this fancy salmon was second in volume among 25 can- 
neries operating on Puget Sound. The other salmon-producing areas of Alaska 
and the Columbia River experienced one of the lowest packs on record ; however, 
through joint operations with other companies, in anticipation of these short 
catches, economics were realized and losses were minimized. During the year 
the company further broadened its tuna-packing operations and its cannery at 
Astoria produced a record pack of this product. 

Sales of 964,896 cases of canned seafoods bettered any previous year’s sales. 
In addition, the company sold 67,251 cases of 1-pound packages of Bumble Bee 
frozen seafood, consisting of salmon, halibut, perch, sole, cod, and precooked 
fish sticks, the latter being a new item this year in the expanding Bumble Bee 
line of seafoods. 

By virtue of its high sales volume, the overall operations and year-end inven- 
tory of the company were in good balance. Earnings for 1954 amounted to 
$196,385. In the preceeding year, earnings were $517,265. Gains from disposals 
of property were $86,017 in 1954 and $273,902 in 1953. Average earnings for the 
past 5 years amount to $306,169. 


REAL ESTATE AND PROPERTY DEVELOPMENT 


Capital Co. in the past few years has turned its attention to real estate de- 
velopment on its own account, as indicated by the large market developments 
in Oakland and Richmond, or in joint venture with reputable builders. These 
activities are progressing satisfactorily and give promise of widened and still 
more profitable operations. An important acquisition in 1954 was a 21 percent 
interest in 6,000 acres on the Palos Verdes peninsula in southern California 
that will be developed and sold to builders wnder the management of Capital Co., 
which will participate in the profits from sales and in management fees. By the 
end of 1954, sales of part of this property amounted to $2,123,000, with addi- 
tional sales being negotiated. Another important activity has been the planning, 
development and leasing of two major regional shopping centers in which the 
company will have a substantial interest. These are known as Bay-Fair and 
Valley-Fair and will be constructed in San Leandro and San Jose, respettively. 
Macy’s will be the principal tenant in both centers. 

From its oil and gas interests, gross income of $1,011,855 was realized in 1954. 
This includes income from sale of oil from 118 producing wells either solely 
owned, or in which the company has an interest, and royalties and rentals from 
130 properties leased to major oil companies. Further drilling by the company 
has been restricted and emphasis is being placed on the leasing and development 
of approximately 400,000 acres of land, principally in California, in which the 
company owns the subsurface rights. 

For 1954 this subsidiary reported net profit of $713,927. The preceding year’s 
profit of $2,333,025 included profit of $1,565,674, after taxes, resulting from the 
liquidation of a subsidiary company. 

During the year, Capital Co. paid dividends aggregating $300,000. It also 
declared a stock dividend of 114,269 shares of its common stock, thereby rounding 
out and increasing its capital account to $2 million. 
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At the end of 1954, Allied Building Credits, Inc. was servicing notes and 
mortgages which totaled $171,327,000, or slightly less than the 1953 year-end 
total of $181,492,000. Purchases of $45,549,000 of modernization and, improve- 
ment notes were about two-thirds of the preceding year’s acquisitions of $72,- 
344,000. This decrease was occasioned, for the most part, by the exercise of 
greater care in the selection of dealer sources and by requiring higher standards 
of eredit of individual borrowers. However, these purchases included a greater 
proportion of uninsured paper, bearing a high return, so that profit from note 
operations was affected to a lesser degree. The tightness of the money market 
in the first half of 1954 slowed up the acquisition of new mortgage business with 
the result that earnings from this source declined about 34 percent. Net profit 
for 1954 from all operations was $730,786; the 1953 profit was $1,396,346. 

In 1954, the capital of the company was re-aligned by the retirement of all of 
the preferred stock and an increase in the commron stock; the capital account 
now consists of 1 million shares of $10 par value common stock. 

A considerably increased volume of business is anticipated for 1955 and pros- 
pects are sufficiently encouraging to warrant the planning of two additional 
offices. 

OFFERING OF TRANSAMERICA STOCK 


You have already been informed by special letter that at a meeting held 
on February 24, 1955, yeur directors took preliminary action to authorize the 
public sale, through underwriters, of 1,346,800 shares of your corporation’s 
capital stoek, now held in its treasury. The proceeds will be used to provide ad- 
ditional funds to support your corporation’s enlarged activities and those of its 
subsidiaries. 

Before taking this action, your directors gave full consideration to all factors 
involved, and determined that it would be to the best advantage of the corpora- 
tion and of its stockholders to offer these treasury shares to the general public 
through an underwriting group. 

sefore any offering can be made, certain legal steps must be taken, including 
registering the stock under the Securities Act of 1933 and obtaining a permit 
from the commissioner of corporations of the State of California. It is hoped that 
all necessary steps can he completed and the stock offered for sale early in May. 


YOUR MANAGEMENT 


It is with deep sorrow that we record the untimely death, in November 1954, 
of Mr. W. L. Andrews. He had served your corporation since 1930, having held 
the important office of senior vice president and treasurer for many years, 
and was a valued member of the board of directors and its executive committee. 
His sound judgment and wide knowledge will be greatly missed. 

The vacancy on the board of directors was filled by the unanimous election of 
Mr. John B. Bertero, president of Fox West Coast Theaters Corp. and vice 
president, director and general counsel of National Theaters, Inc. Your direc- 
tors are fortunate in having Mr. Bertero’s extensive experience to assist them in 
csuiding the affairs of the corporation. 

To strengthen the administrative structure, and particularly to supervise 
our important banking interests, Mr. Oscar H. Keller and Mr. C. T. Chandler 
have recently joined the staff as vice presidents. Mr. Keller comes to us from 
the first National Bank of Portland where he was executive vice president and 
cashier; Mr. Chandler previously was executive vice president of National Bank 
of Washington. Mr. Maleolm P. McLellan, with 27 years of service to his credit, 
has been promoted to the office of treasurer of the corporation. 

Your corporation has many varied and valuable assets in the fields of banking, 
insurance, manufacturing and real estate, which can be gaged in precise amounts 
and evaluated in the financial statements. One of the most valuable assets, 
however, not reflected in figures, is the enthusiasm and the team spirit of the 
many thousands of officers, employees, and directors that make up the personnel 
of our large organization. Their contribution added immeasurably to another 
year of advancement and of higher profits; to them, as well as to our more than 
100,000 stockholders, who, with their families and friends, have given us their 
constant support and encouragement, we extend our grateful thanks. 

By order of the board of directors : 

F. N. BELGRANO, Jr., 
Chairman of the Board and President. 


59571—55——_20 
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THE ILLUSTRATIONS IN THIS REPORT 


Transamerica Corp. has its major interests in the Far West; the States of 
Washington, Oregon, California, Nevada, and Arizona. A century and a quarter 
ago there were in this vast area only a few villages, with a trading post here and 
there. Today, there are in these 5 Western States 15 of the 127 cities in the 
United States having populations of 100,000 or more. In the limited space avail- 
able in this report, we illustrate 13 cities in this area because we believe the 
emergence of great metropolitan centers typifies, in concrete form, the phenom- 
inal growth of this region. Transamerica Corp. is proud of the part it—and its 
subsidiaries—have played in the development of the business enterprises, in- 


dustries, and financial institutions that make these great, cities possible. 


Transamerica Corp., balance sheet, Dec. 31, 1954 


ASSETS 
Investments in Securities: 


In capital stocks of domestic subsidiaries engaged in: 
Banking 
Life, fire, and casualty insurance 
Real estate development 
Manufacturing ened. ingustey ici ces ee ie ets 
SPER istec~erctaie bckdeeauaall Bie <cidteectenneimnimsiencnnn 


$72, 374, 135 
26, 375 ,073 
14, 950, 000 

8, 873, 686 
172, 053 





(Equity in adjusted book net asset value—$244,- 


Banea dAmerica e d'Italia (94.52 
owned ) 


Less reserve 


percent 
$9, 110, 618 
5, 349, 385 





Other corporate securities—see page 19: 
Listed or quoted (quoted market value— 
$20,792,399 ) 
Not listed or quoted 


11, 369, 391 
13, 400, 000 





122, 744, 947 


3, 871, 233 


24, 769, 391 





275,590 ) 
Loans to officers and employees of corporation and subsidiaries___ 
Cyepiinay Grmiiaa h 
Estimated net balances receivable from liquidating agents_______ 
Other assets 


151, 385, 571 
7, 736, 783 
7, 458, 357 

165, 862 

9, 129, 452 
4, 158, 781 
4, 777 

1 





LIABILITIES 
Accounts payable: 
Federal taxes on consolidated income—esti- 
$6, 442, 211 
ORROr “CREO... .....wedsccneaelaoceuadaes 596, 575 
Miscellaneous 


180, 039, 584 











Owing to subsidiaries 

Reserves for contingencies 

Net profit on intercompany sales of investments— 
deferred 


See footnotes at end of table. 


8, 575, 369 
190, 755 
894, 424 


1, 657, 448 
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Transamerica Corp., balance sheet, Dec. 81, 1954—Continued 


Capital stock and surplus: 
Capital stock ($2 par value) : 
Authorized 25, 000,000 


11, 200, 000 
1, 346, 800 


Outstanding 9, 853,200 $19, 706, 400 
Surplus: ?* 
Paid in surplus (no change dur- 
ing year) $60, 659, 057 
Harned surplus (since Jan. 
8, 356, 131 
———_——-__ 149, 015,188 





168, 721, 588 





180, 039, 584 


1 See pp. 298 and 299 for bases for carrying amounts for investments in securities. Equity 
in adjusted book net asset value of securities includes $21,904,770 representing the excess, 
of quoted market value over cost of securities held by subsidiaries other than banks. 

? At Dec. 31, 1954, surplus was restricted in the amount of $2,693,600 for the par value 
of 1,346,800 shares of capital stock held in treasury. 

3In sammary 1955, the corporation declared and paid a cash dividend of $3,448,790, or 
$0.35 a share. 

*At Dec. 31, 1954, the corporation was contingently liable in the amount of $3 million 
is guarantor of bank loans, of which $2,125,000 pertains to a subsidiary, and in the amount 
of $1,326,836 as guarantor of notes discounted by a subsidiary with banks. The corpora- 
tion may upon the happening of certain conditions become liable for a maximum amount 
of $1,132,725 in connection with possible adjustment of purchase price of shares of a 
banking subsidiary. The corporation is contingently liable for any liabilities and claims 
that may be asserted against liquidated banking subsidiaries to the extent that such 
liabilities and claims may exceed the funds retained therefor by the liquidating agents. All 
known liabilities have been provided for. On Oct. 18, 1951, the United States District 
Court for the District of Delaware entered interlocutory orders in three suits brought by 
certain former stockholders of the Axton-Fisher Tobacco Co. against the corporation. 
Sueh orders provided that the corporation is liable but reserved for later determination the 
names of the persons entitled to recover, the measure of damages to be applied, and the 
principal amount and interest thereon to which each such person is entitled. The special 
master appointed to determine these questions died before filing a report. Rather than 
appoint another master the court decided to determine these issues itself. Each party has 
had an opportunity to argue its contentions before the court; as of the date hereof, the 
court has not rendered a decision. Depending upon the measure of damages adopted by 
the court the total potential liability to the corporation may vary from approximately $1 
million to several times that amount. In any event the corporation intends to appeal 
from the judgment which will be entered against it by the district court. A f-urth suit 
was filed against Transamerica Corp. in the same court on July 10, 1952. An answer has 
een filed by the corporation denying liability, but the action has not as yet been tried. 
This fourth suit has some aspects of similarity to one of the three actions previously re- 
ferred to, but preliminary questicns are pending as to the right of these plaintiffs to sue. 

NoTEe.—The corporation has outstanding commitments to invest a maximum amount 
of $14 million in 2 banking subsidiaries and to loan up to $900,000 to another subsidiary. 
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Transamerica Corp., investments in capital stocks of domestic subsidiaries, 


Dec. $1, 1954 








Percent . 
arrving 
ownher- Carrying 


value ! 


a 


Banking subsidiaries: 
First Western Bank & Trust Co_ _- 
First National Bank of Portland, the- 
First National Bank of Nevada-__- 
Bank of Nevada 
First National Bank of Arizona- 
National Bank of Washington_ - 


| 
$45, 382, 602 
+ a pte 


799, 000 | 
5, 223, 744 | 
2, 676, 441 | 


| Equity in book 
inet asset value? 


$36, 703, 669 
36, 384, 165 
10, 116, 076 

1, 370, 848 
7, 3h1, O61 
4,955, 991 





Total 7 2, 3m; A 35 } 


| 

700, 000 | 

8, 388, 083 | 
6, 507, 600 | 
6,518, 799 

4, 260, 591 | 


Insurance subsidiaries: 
Automotive Insurance Co 
Manufacturers Casualty Insurance Co - 
Occidental Life Insurance Co. of California. 
Pacifie National Fire Insurance Co-_--_- 3 
Paramount Fire Insurance Co- -_- 


peo des 810 


935, 050 
10, 310, 354 
64, 071, 793 
21, 342, 878 

4, 509, 055 





Real estate development subsidiaries: 
Allied Building Credits, Inc. Ae les 3 


10, 150, 000 
Capital Co_ 


4, 800, ,000 | 


101, 169, 130 


16, 252, 569 
12, 049, 049 





_ 14,950,000 000 | 


Manufacturing and industrial subsidiaries: 
General Metals Corp - --- 
Columbia River-Packers Association, Inc. 





2, 665, 202 | 


—_ 301, ms 


12, 820, 141 
4, 803, 507 





Total__- 


Sh eo OE ee LE 8, 873, 686 
Other subsidiaries -_--.-.-...._-.-- 


172, 053 
~ 422, 74, 47 


17, 623, 648 
864, 





! The amount for investments in capital stocks of subsidiaries is net asset values as of December 31, 1981, for 


securities then owned and still held, with subsequent additions at cost or less. 


2 A Jjusted to include $21,904,770 of quoted market value in excess of cost for securities held by subsidiaries 


other than banks. 


Combined holdings of capital stecks of certain of the above subsidiaries are 


shown below: 





| 


Transamerica}; Holdings by 


Corp. subsidiaries 


Combined 








ener 
The First National Bank of Portland 
First National Bank of Arizona 

National Bank of Washington 

General Metals Corporation _-_ 

Columbia River Packers Association, Inc 


14 38 
10. 05 
1. 82 
6. 88 


i 
ent 
58. 81 
GA. 5k 
94. 45 | 


Percent 
67.09 
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Transamerica Corp., other corporate securities, Dec. 81, 1954 





Number of | Quoted market 
shares value 





Listed or quoted: 
American Research & Development Corp________- haseaee $53, 438 
American President Lines, Ltd.—Class A_.________- oe oe ; 439, 486 
Anderson, Clayton & Co-_ ps , 135, 000 
a a esmnmenrenen enone we 5 98,125 
Bank of the Manahattan See é : 5, 285, 313 
Citizens National Trust & Savings Bank of Los Angeles. 2 : 937 2, 269, 267 
Comgeteum-Neirm Ime... <=. - =~ =~ .....-------6.- es ; % 93, 000 
Firemen’s Fund Insurance Co.----.._____._______- : nee é 2, 807, 250 
Georgia-Pacific Plywood Co___._....._________-- REE Cs eee 33, 1, 669, 500 
Gimbel Brothers, Inc aoe , 00 41, 750 
Kennecott Copper —- Re ERP ANE 2 ede QO et 3, 316, 500 
eS eee oe ee ee ; 126, 750 
Leslie Salt C 0... a ws 2 91, 350 
National City Bank of New Y ork, ;, aS, “eee is 2 : 11, 588, 500 
Pacific American Fisheries, MS AUR. nc acee : inn é 46, 687 
Phillips Petroleum Co___- neta add 2, 187, 500 
Pisren ome a Smemmenl OO...........-.--.--.-.---ses--ne 3, 9 328, 860 
Standard Oil Co. of California ee 5 202, 125 


“0 


Miscellaneous (carried for a nominal value)... ---____- nome =" 11, 998 








Total quoted market value___..__-.._..-______ nee Se Seba esa 20, 792, 399 
I na on ences Mie 5 il, , 369, 391 


Not listed or quoted: 
Henry J. Kaiser Co.—6% percent first preferred__._.....___-_____- 268, 13, 400, 000 





Total carrying value ssupadt Sti a bath ews wcecided 13, 400, 000 








1 The above securities are carried at their quoted market value as at Dec. 31, 1931, for securities then owned 
and still held, or at cost or less if subsequently acquired. 


Nore.—Subsidiaries hold additional shares of certain of the above securities. The more important 
additions include 66,931 shares the National City Bank of New York, 34,000 shares Citizens National Trust 
& Savings Bank of Los Angeles and 29,808 shares Firemen’s Fund Insurance Co, 
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Transamerica Corp., income account, year ended Dec. 31, 1954 


Income: 
Dividends: 
a eee nen eye _.... $10, 450, 424 
From other companies 1, 680, 298 
$12, 130, 722 
Interest 542, 339 
Security transactions—net profit based on book values * 4, 112, 721 
ED, pt reer eee ee ae ET + 11, 997 
Total 16, 797, 779 
Expense—corporate : 
Interest $302, 531 
Transfer and registrar fees, revenue 
stamps, 
Taxes, other than Federal taxes on 
income 610, 729 
—————_ $1, 000, 505 
Administrative expense: 
Salaries 345, 884 
Other office and general expense 374, 800 
~ 720, 684 
: 1, 721, 189 


15, 076, 590 


Profits, including accumulated earnings, realized upon 

liquidation of subsidiary banks? 31, 7 27 
Less intercompany profit applied to reduce earrying 

values of investments in successor banks__________ 7. 053, 197 


24, 647, 230 


39, 723, 820 
Amount charged to subsidiaries in lieu of Federal 
taxes on income (including capital gains tax on 
sale of assets by liquidating banks), less $402,808 
of prior year adjustments * 
Less provision for 1954 Federal tax on consolidated 
taxable income. less $172, 020 of prior year adjust- 
ments (Transamerica Corp. would pay $966,490 on 
a separate return basis) 6, 270, 190 
5, 131, 407 


Net profit of Transamerica Corp. carried to earned surplus‘. 44, 855, 227 


1 Net profit on security transactions consists of $2,195,682 determined on the basis of 
written-’own values for securities held on Dec. 31, 1931, the date of general restatement 
- carrying values and $1,917,039 determined on the basis of cost of securities acquired 
since 1931. 


? During the year substantially all the net assets of 15 banking subsidiaries in Oregon 
were sold to First National Bank of Portland and those of 27 banking subsidiaries in 
California were sold to First Western Bank & Trust Co. The selling banks have been or 
are being liquidated. The purchasing banks are subsidiaries of the corporation, and the 
intercompany profit involved in the sales has been deferred and applied to reduce the 
carrying value of the investments of the corporation in the respective purchasing banks 


* The corporation will collect from or refund to subsidiaries eligible for consolidation 
for Federal income-tax purposes the amount of taxes or tax refunds applicable to such 
subsidiaries had they filed on a separate return basis, and the corporation will pay the 
tax liability determined to be due on a consolidated basis. No capital gains tax is pay- 
able on a consolidated return basis because of capital loss carryovers. The distributions 
on liquidation of banking subsidiaries are not taxable income to the corporation. 


*Net profit for the year 1954 of Transamerica Corp. and all domestic subsidiaries is 
reported on the opposite page. 





Cen 


SS | oo] 
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Transamerica Corp., net profit of Transamerica Corp. and all domestic 


subsidiaries 


Net profit of Transamerica Corp. as shown on opposite page 
fransamerica Corp.’s proportion of net profit of domestic subsid- 
iaries in excess of dividends received from such subsidiaries 
taken up in the income account: * 
Cg RE en no a x 
SS SSR ES Scene Lp ean aah 


$7, 878, 201 
- 12, 407, 093 


Less accumulated earnings of liquidated and liquidating banks 
which have been reflected in net prices reported for this and 
prior years and are now included above as profits on such 
IE sos either eeeeenees ee a ae 


Net profit for the year 1954 of Transamerica Corp. and all 
domestic subsidiaries 


EARNED SURPLUS ACCOUNT, YEAR ENDED DEC. 31, 1954 


Balance of earned surplus at Jan. 1, 1954 
Add net profit for the year ended Dec. 31, 1954, as shown by in- 
come account 


pe Se Re ear ere ae ee ereee SE Se ee Ea EP Le Oe 
Deduct: 
Dividend of $0.65 a share paid Jan. 30, 1954 $6, 404, 
Dividend of $0.65 a share paid July 31, 1954 6, 404, 
Special dividend of $0.10 a share paid Dee. 30, 
1954 


Balance of earned surplus at Dec. 31, 1954, as shown on 
balance sheet 


$44, 855, 227 


20, 285, 29 


65, 140, 521 


24, 487, 578 


40, 652, 943 


57, 295, 738 
44, 855, 227 


102, 150, 965 


13, 794, 834 


88, 356, 131 


1The corporation’s proportion of the net profit of Banca d’America e d’Italia is not in- 


cluded, as lire are not freely exchangeable for United States dollars. 


2Includes undistributed earnings of liquidated or liquidating banks for 1954, plus 
$1,421,994 frem release of reserves previously provided from income by said banks and 


no longer required. 
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Occidental Life Insurance Co., of California, balance sheet, Dec. 31, 1954 





ASSETS 
Cash, including trust funds of $3,787,004___.____.__.________--...- $7, 539, 208 
Notes, loans, contracts, and premiums receivable: 
Mortgage loans, first liens_..__._..___.___.._______ $214, 675, 755 
Loans to policyholders, secured by policy reserves. 20, 200, 605 
Premiums deferred and in course of collection... 19, 456,140 
Guaranteed loans, sales contracts, and corporate 
A a i ee 5, 394, 815 
259, 727, 315 
Security investments: 
Bonds at amortized cost._......_.._.._________. 134, 542, 753 
Capital stocks of affiliated banks*_..__.__.________ 1, 359, 216 


Other capital stocke’__........._...._._.__. = 2108 607 





164, 002, 596 
Real estate, land and buildings at cost, less allowances 
($1,613,373) for depreciation: 





ON res 2, 524, 406 
Investment: properties............._..__....___. 9, 034, 583 
11, 558, 989 
Investment income due and accrued and sundry assets________._-__ 2, 934, 720 
Assets of Western Mutual Fund (administered on a fee basis)__._._ 1,378, 790 
ES SSE TERE AR Hie DEL OR Ne a ETE TR 447, 142, 013 
LIABILITIES 
Police. geperves for titure heieRiss . ie con 337, 963, 105 
Dividends, coupons, and other benefits due and accrued____________ 19, 665, 385 
Reporea. ane unreported cieims...._.......... ~~~. 1c. 12, 176, 634 
Ce veirpstiealianticabaineianenimnninnan-aneintnnsia 13, 792, 930 
Prepayments and unearned income, premiums and interest________- 7, 749, 398 
fig RS Lt 3, 737, 004 
Reserve for security valuation *_.............................-.... 10, 772, 141 
Liabilities and surplus of Western Mutual Fund__---------_____ 1, 378, 790 
el eee area Sea a ea a SR Sk ST Oe 407, 235, 387 


Capital stock and surplus: 
Capital stock ($12.50 par value) : Authorized and 


outstanding, 1 million shares________________ $12, 500, 000 
A os erences 27, 406, 626 
———————_ 39, 906, 626 
Grand total____--- Pe ee ee ee an CRE Ee ae 447, 142, 013 


‘Investments in capital stocks are stated at cost. Market valuations furnished by the 
National Association of Insurance Commissioners exceed the cost of stocks of affiliates by 
$3,399,342 and cost of other stocks by $10,029,090. Taking into account the “Reserve for 
security valuation” included among the liabilities, the securities are reflected at $10,772,141 
less than cost and $24,200,573 less than such market values. 

2? Assets of the company valued at $31,751,951 are, as required by law, deposited with 
publie officials of States and foreign countries in which the company is authorized to do 
business, for the protection of policyholders. 
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Occidental Life Insurance Co. of California Statement of Profit and Loss, 


Year ended December 31, 1954 


Premiums end other considerations... ... ss $148, 667, 556 


Investment income: 
NR 2 es ei $14, 775, 595 
Interest 1, 749, 218 
Real estate income 1, 325, 406 


Other income 





17, 850, 219 
47, 669 





Increase in reserves for benefits under policies and 

re | a ee RO ee See en ee eee ee eee $35, 795, 912 
Death claims and other benefits under policies and 

contracts 87, 390, 282 


166, 565, 444 


123, 186, 194 





Insurance and investment expense: 
I re ar ih nS $13, 228, 123 
Officers’ salaries 559, 590 
Other salaries 6, 132, 682 
Taxes and license fees 4, T70, 813 
Depreciation on real estate 301, 019 
Other expense 6, 993, O72 





43, 879, 250 


31, 985, 299 





Net profit from insurance operations________________-____-_- 
Net profit on sales of investments 


11, 393, 951 
1, 149, 280 





Net profit 


12, 543,231 








Balance at Jan. 1, 1954 
Add: 
Net profit for the year ended Dec. 31, 1954 $12, 543, 231 
Decrease in non-admitted value of bonds 91,118 
Decrease in reserve for discount on assets in for- 
eign currencies 


25, 190, 417 


12, 635, 488 





Deduct: 
Cash dividends paid, $4 a share 
Increase in mandatory security valuation reserve_ 
Provision for disability fluctuation reserve 


37, 825, 905 


10, 419, 27% 





Balance at Dec. 31, 1954 


27, 406, 626 














opi NRF agro iecanacne! « 
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Transamerica Corp. fire and casualty insurance subsidiaries’ combined balance 
sheet, Dec. 31, 1954 


Cash on hand and on deposit $12, 208, 853 
Security investments: 


3Zonds at amortized cost” . $39, 468, 308 
Capital stock of affiliates * 5, 820, 520 
Capital stocks of other corporations * 31, 818, S00 
107, 628 
Mortgage loans on real estate, first liens_._.c....._.._____________ 278, 038 
remiums in course of collection (of which $388,993 is owing from 
720, 475 
894, 130 
Equity, American International Underwriters Association 683, 932 
Contingent commissions and other receivables (of which $12,026 is 
owing from affiliates) and interest due and accrued 872,028 
Real estate: 
Home office buildings, at depreciated values________ 
Other, at appraised value 
576,791 


CN eae eee tase econ ercamienne biomes om 98, 341, 875 


LIABILITIES 


oe an ae OC RT Oe es 36, 828, 090 
Estimated losses and applicable loss adjustment expense 14, 339, 167 
Funds held under reinsurance treaties___.___________ RSD See dD, 183, 195 
Taxes, including $688,921 payable to Transamerica Corp. in lieu 
Federal taxes on income 1, 887, 819 
Contingent commissions and other liabilities (of which $87,128 is 
owing to affiliates) 1, 069, 218 
Reserve for unrealized appreciation of security investments*______ 14, 507, 317 
Minority interest 152 
Capital stock and surplus: 
Capital stock $4, 450, 000 
*aid-in surplus (no change during year) 15, 790, 418 
2 RS eS ee eee 4, 286, 499 
-—--- 526, 917 


Total liabilities 98, 341, ST5 


iIncludes Pacific National Fire Insurance Co. and its subsidiary, Premier Insurance 
Co., Manufacturers Casualty Insurance Co. and its subsidiary, Manufacturers Fire Insur- 
ance Co., Paramount Fire Insurance Co., and Automotive Insurance Co. 

* Bonds carried at $3,368,758 are on deposit with public officials as required by law. 

*Capital stocks are stated at market values furnished by the National Association of 
Insurance Commissioners. Such values exceed the cost of these securities by $14,507,317 
as Shown by the reserve for unrealized appreciation of security investments. 
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Transamerica Corp. fire and casualty insurance subsidiaries * combined statement 
of profit and loss, year ended Dec. 81, 1954 


Underwriting income: 
Net premiums written___-. ; $45, 612, 841 
Add decrease in unearned premiums 444, 653 


Premiums earned 46, 057, 494 


Deduct underwriting costs incurred : 
Losses and loss adjustment expense $26, 233, 197 
Commissions and brokerage 12, 796, 662 
EE ETT PS oe. TEE Fe 8 eR E 8, 340, 389 
Taxes, other than Federal and foreign 
taxes on income 
All other underwriting expense 2, 791, 310 
a 46, 598, 496 


Stautory underwriting loss._...._.....-..--.-..---..-- 541, 002 


Investment income: 


ae ee eee $1, 711, 041 
Interest on bonds and mortgages______-___--_~~ 797, 920 
Rental income 197, 167 
Realized net profit on sales of securities_____- 855, 661 


561, 789 
Less investment expense 


Net investment income 4, 355, 040 


3, 814, 038 


Amount payable to Transamerica Corp. in lieu o 

Federal income taxes for the year 1954 (less 

$4,496 adjustment for prior years)? $688, 921 
Foreign income taxes paid 9, 498 


698, 419 
Statutory net profit 3, 115, 619 


COMBINED STATEMENT OF EARNED SURPLUS 
Balance at Jan. 1, 1954 2, 045, 857 
Add: 
Statutory net profit for the year ended Dec. 
31, 
Add minority interest in net loss of Manufac- 
turers Fire Insurance Company 
3, 115, 642 
5, 161, 499 
875, 000 





jalance at Dec. 31, 1954 4, 286, 499 


1Includes TVacific National Fire Insurance Co. and its subsidiary, Premier Insurance 
Co., Manufacturers Casualty Insurance Co. and its subsidiary, Manufacturers Fire Insur- 
ance Co., Para. ovet Fire insurance Co., and Automotive Insurance Co. 

2 Change in lieu of income tax is computed on a separate return basis ; however, taxable 
income is consolidated with that of Transamerica Corp. and certain subsidiaries and the 
charge does not purport to represent a proportionate share of consolidated tax. 
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General Metals Corp. and subsidiary, consolidated balance sheet, Dec. 31, 1954 


ASSETS 
Current assets: wits 
Cash on hand and demand deposits____-----------.--------- $2, 126, 508 
Trade accounts receivable (less allowance for bad debts 
$125,755) 8, 595, 116 
Inventories :* arn 
Finished products and work in process_-._ $6, 935, 530 
Raw materials 1, 355, 886 
Manufacturing supplies__..______-------- 283, 165 


8, 574, 581 





ES EE eer ee eee OT 14, 296, 205 
Other assets 111, 930 
Property, plant and equipment (at cost, except land 
in the amount of $482,783, which is stated at 
amounts determined by appraisals in 1928 and 
1929) :? 
$694, 978 
Buildings and equipment 
Less allowances for deprecia- 
tion and amortization 
8, 056, 981 
ee 8, 751, 959 


Deferred charges 570, 781 





Total assets 23, 730, 875 


LIABILITIES 
Current liabilities : 


Payments on long-term contract due in 1955. 


$44, 000 
Notes payable—unsecured : 


= 7, 500, 000 
Accounts payable 1, 541, 717 
Taxes, other than Federal taxes on income 391, 145 
Amount payable to Transamerica Corp. in lieu of Federal 

income taxes, less $52,164 refund due for a prior year 491, 836 





Total current liabilities 
Long-term indebtedness (less current maturities) : Property pur- 
chase contract—payable $11,000 quarterly 99, 000 
Reserve for field service and product guaranty 86, 445 
Capital stock and surplus: 
Capital stock ($5 par value): Authorized 
1,000,000 shares ; outstanding 550,000 shares_ $2, 750, 000 
Surplus: 
Unearned surplus, representing 
appreciation of land based 
upon appraisals (no change 
during year) $314, 007 
Paid-in surplus (no change dur- 
ing year) 1, 025, 641 
Earned surplus -- 9, 487, 084 


— 10, 826, 732 


9, 968, 698 








13, 576, 732 





Grand total 23. 730. 875 





1 Inventories are included (1) $2,671,337 at lower of cost (generally first-in, first-out 
method) or market; (2) $4,872,954 at lower of average cost or market; (3) $1,030,290 at 
selling prices less percentages to reduce to approximate factory costs. 

*Includes approximately $2,585,000 of fully amortized emergency plant facilities and 
a allowance for amortization, and $2,673,340 of certified facilities not fullv 
amortized. 





310 CONTROL AND REGULATION OF BANK HOLDING COMPANIES 
General Metals Corp. and Subsidiary Statement of Consolidated Profit and Loss 
Year ended December 31, 1954 


aN a a $35, 236, 634 
Cost of products sold 30, 545, 663 


4, 690, 971 
Selling and administrative expense 3, 173, 299 


Total 


1, 517, 672 
Other income 


197, 372 
1, 715, 044 
573, 874 


1, 141, 170 


Total 
Other deductions 


ry’ 
rotal 
Amount payable to Transamerica Corp. in lieu of Fed- 
eral income taxes for the year 1954, less $306,498 adjust- 
ments for prior years—estimated— * 
Renegotiation refund applicable to a prior year 100, 000 
~~ 387, 502 
Consolidated net profit * 803, 668 
Provision for depreciation and amortization of property, plant 
and equipment for the year amounted to $840,638. 

1 Charge in lieu of income tax is computed on a separate return basis ; however, taxable 
income is consolidated with that of Transamerica Corp. and certain subsidiaries and the 
charge does not purport to represent a proportionate share of consolidated tax. 

? Certain business done by the company during the years 1951 through 1954 is subject 


to renegotiation. It is believed that refunds, if any, will have no significant effect upon 
the financial statements. 


STATEMENT OF CONSOLIDATED EARNED SURPLUS 


Balance at Jan. 1, 1954 


$9, 343, 416 
Add: Consolidated net profit for the year ended Dee. ¢ 808, 665 


10, 147, 084 


Deduct: Cash dividends paid, $1.20 a share 660, 000 


Balance at Dec. 31, 1954 9, 487, OS4 
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Columbia River Packers Association, Inc., Balance Sheet, Dec. 31, 1954 


ASSETS 
Current assets: 
Dac ig ae ee ccna nian elenpea eo eecnenel $340, 361 
Accounts receivable: 
ee Be ere ee aera ee $1, 456, 207 
SSS SES SSE SS ee ee 43, 712 


—_———_——-__ 1, 499, 919 

Inventories, at cost (first-in, first-out basis) or 
market, whichever is lower: 

Finished goods, including prepaid freight of 


$72,084 on consignments___________________ 4, 503, 004 
EE A SR ec eae ee ee 741, 257 
Deaerte es Gee SONOS... . es mewn ene 672, 074 


x ¢ > 9Or 
————nes i O16 B85 
Advance payments on fish purchases___.._..____-___-------- 162, 211 
en a daira wincioeineanemsenmes bch iacakeabaal D4, 237 


7, 973, 063 





NN LL 
Investments and other assets: 
Investment in Excursion Inlet Packing Co. (50 per- 


ee Sn Oe) CN ee Se $272, 852 
Amounts due from fishermen. nartiallv secured, less 

allowance for doubtful accounts of $129,603_____ 435, 446 
Other investments, at nominal value______________ 1 


708, 299 
Property, plant and equipment: 
Land, at appraised value in 1924 and subsequent 
ON EEE SS SE Se Oe a RN 694, 669 


Buildings, machinery, and equipment, at cost, less 


accumulated depreciation of $3,505,707__._____- 1, 977, 790 
nme Sele ome 
ee ee as 11, 353, 821 


LIABILITIES, CAPITAL STOCK, AND SURPLUS 
Current liabilities: 





Notes payable to bank, unsecured________.___._____________ _ 1, 700, 000 
ry Se eee 317, 474 
Ss SR nn em ciem netsh ee cienen 68, 810 
ES EL a ee a ea 161, 339 
Amounts withheld from employees___________-______________ 48, 213 
Tana oer ten tater on: income... _____ Ai 36, 050 
Federal, State, and territorial taxes on income_______________ 469, 548 
Current maturity on long-term debt_________________________ 323, 937 

Ce nr RUMEN TOUNR VET EC Un ne oi ect en ereniad emerere, 3, 125, 371 


Long-term debt: 


Term note payable, 4 percent (minimum), due 
$75,000 quarterly until Sept. 30, 1960, and 


$100,000 quarterly thereafter_.__._.__.___-__-____ $2, 125, 000 
OC iceman 109, 886 
NS ee ee 2, 234, 886 
Less portion classified as a current liability________ 323, 937 


; 1, 910, 949 
Capital stock and surplus: 


Common stock, par value $5 a share: Authorized 

400,000 shares; outstanding 334,275 shares______ 1, 671, 375 
TE aC ee i aa 690, 217 
Earned surplus ($2,867,000 restricted under terms 

Sg eee 3, 955, 909 





6, 317, 501 


Total liabilities, capital stock, and surplus__....._______ 11, 353, 821 
59571 





55——21 
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Columbia River Packers Association, Inc., statement of profit and loss, 
year ended Dec, 31, 1954 
$14, 933, 250 
_ 32,221, 022 
2, 712, 228 
1, 549, 231 


anthane / ae eel 


Other income: 
Gain on disposed of depreciable property 3, O17 
Miscellaneous d alld 25, 625 


111, 642 


1, 274, 639 
Other expenses : 
I I cs enn cr crc itn te co es ad ch saa $146, 022 
Idle vessel expense__.__----__ ckaatians a chonsaethesaacegthons cance ase, 
NS ee 


274, 615 


Profit before taxes on income_ in ee Mees eves TE Rie! 
Provision for Federal, State, and ter ritorial taxes on 
I a cies i eth e eb  S a iiee i bEE ib Gabel 508, 639 


Net profit 496, 385 
Adjustment of prior years’ Federal income taxes and depreciation_ 19, 473 


Met profit ame apecial chee. ais oh i i ein ceeo 476, 912 


Provision for depreciation of buildings, machinery, and equipment of $250,747 
is included in the above costs and expenses. 


STATEMENT OF SURPLUS 
Earned Capital 
Balance at Jan. 1, 1954 $3, 646, 134 
Add: 
Net profit and special charge for the year 476, 912 
Amount transferred from common stock account in 
connection with a revaluation of common stock 
from no par value to ” par value during the 





4, 123, 046 
167, 137 





8, 955,909 690, 217 
AUDITOR’S REPORT 


BoarD OF DIRECTORS AND SHAREHOLDERS, 
Columbia River Packers Association, Inc., 
Astoria, Oreg.: 

We have examined the balance sheet of Columbia River Packers Association, 
Inc., as of December 31, 1954, and the related statements of profit and loss, 
capital surplus, and earned surplus for the year then ended. Our examination 
was made in accordance with generally accepted auditing standards, and accord- 
ingly included such tests of the accounting records and such other auditing pro- 
cedures as we considered necessary in the circumstances. 

In our opinion the accompanying balance sheet and statements of profit and 
loss, capital surplus, and earned surplus present fairly the financial position of 
Columbia River Packers -~Association, Inc., at December’31, 1954, and the results 
of its operations for the year then ended, in conformity with generally accepted 
accounting principles applied on a basis consistent with that of the preceding 
year. 

TotrcHE, NIVEN, Bartey & SMART. 

SEATTLE, WASH., February 17, 1955. 
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Allied Building Credits, Inc., Balance Sheet, Dec. 81, 1954 


ASSETS 

re ee oS ee ee $6, 037, 560 
Accounts and contracts receivable_____.__----------------- ------- iF 870, 288 
Amounts withheld by banks under note sales agreements eae 9, 971, 508 


Mortgage loans and advances secured by real estate and chattels : 
Mortgage loans, $4,181,790 insured or guaranteed 


by U. S. Government agencies___...__._-------- $4, 274, 275 
Advances during construction_-_..__.____--_----~---- 3, 993, 529 








— 8, 267,804 
lustallment notes receivable, $2,612,475 insured by a U. 8. Gov- 
Pe ES eee ae ne 4, 623, 117 


pS | ee A a ee 30, 770, 277 
Other assets : 
Investments (advances for construction, etc.) in 


community construction projects___.___-_-_------ $4, 416, 522 

Real estate acquired by foreclosure____.___._----~-- 18, 561 
—__—————-_ 4, 435, 083 
Cash on deposit for trust.funds (contra) —~--..-.-----------------~- 1, 085, 082 
Furniture, ete., at cost, less $369,497 depreciation and amortization__ 330, 320 
|, SR a eae nee a 35, 083 
ES SEE Te a, CO Oe ORE ETT 36, 655, 845 

LIABILITIES 
Current liabilities : 

Notes payable to banks—unsecured_--____-__--------_--_---- $10, 300, 000 
Accounts payable and accrued expense_—-______-_____-----_-- 1, 994, 992 

Owing to Transamerica Corp. in lieu of Federal taxes on 
a Sut ape. Oreo ale fitter ae ee oe tier a 827, 114 
EE ee nr Cone 13, 122, 106 
Trust funds deposited in special accounts (contra) —~-_--_---___-_-~-~- 1, 085, 082 
Unearned discount and fees on notes and mortgages______-__---_-__ 5, 483, 154 
POC oe ee noose ee eae 712, 934 


Capital stock and surplus: 
Common stock ($10 par value) : 
Authorized and outstanding 1,000,000 shares *__ $10, 000, 000 
Toga a es as 8 i ee 6, 252, 569 
— 16, 252, 569 








ASS Se Oa a OC Ee 36, 655, 845 


1The company has agreements io sell installment notes to 25 banks, without recourse 
except to the extent of reserves withheld by the banks. At Dec. 31, 1954, the unpaid 
balances of such installment notes (not reflected in the balance sheet) were $73,705,897 
and the reserves withheld by the banks in connection therewith were $9,971,508, of which 
latter amount $5,857,651 relates to principal balances which are insured by a U. 8. Govern- 
ment agency. 


?On Dec. 15, 1954, the company redeemed all of its preferred stock, which stock was held 
by its parent, Transamerica Corp., and sold to the parent 340,000 additional shares of 
common stock. 
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Allied Building Credits, Inc., statement of profit and loss, year ended Dec. 31, 1954 


Income: 
From installment notes: 
ne EE PTT E TEE $7, 322, 630 
Interest, penalties and extension charges_____ 207,578 - 
—_—————_ $7, 530, 208 
From mortgages: 
Interest earned 338, O77 
i 525, 322 
863, 399 
48, 679 


Total income 8, 442, 286 
Expense: 
General and district office expense $2, 959, 264 
Interest and discount expense 3, re 269 
Provision for losses 
6, 885, 172 


Total expense 1, 557, 114 
Amount payable to Transamerica Corp. in lieu of Fed- 
eral taxes on income for the year, less $786 refunds 

for prior years’ 826, 32: 


Net profit 730, 786 


STATEMENT OF EARNED SURPLUS 


Balance at Jan. 1, 1954 5, 761, 783 
Add net profit for the year ended Dec. 31, 1954 7380, 786 


6, 492, 569 


Cash dividends paid, $1 a share on 4 percent cumu- 
lative preferred stock 

Premium paid on preferred stock redeemed and 
retired Dec. 15, 1954 





Balance at Dec. 31, 1954 6, 252, 569 


1 Charge in lieu of income tax is computed on a separate return basis; however, taxable 
income is consolidated with that of Transamerica Corp. and certain subsidiaries, and the 
charge does not purport to represent a proportionate share of consolidated tax. 
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Capital Co., balance sheet, Dec. 31, 1954 


Cash on hand and on deposit $1, 082, 681 
Notes receivable : 
Installment real-estate notes, secured by first deeds 
of trust $1, 992, 003 
Officers and employees, secured 41, 239 
Miscellaneous (less allowance of $11,564) 57, 151 
remeneniem 2, 090, 393 
Accounts receivable (less allowance of $2,000) 1, 874, 950 
Investments in subsidiaries, capital, stocks, at cost (equity in book 
net asset values $81,752) 80, 810 
Real estate and equipment : } 
Land (including $498,506 unamortized cost of oil 
and mineral leases) —___ 
Buildings and improvements 
Less allowance for depreciation 


a - 3,190, 794 
Oil field and other equipment 1, 671, 205 
Less allowance for depreciation 778,154 
ee" . 893, 051 
Land and omprovements, cost not yet allocated___~ 145, 694 
Other assets : 
Investment in partnership and in real estate held 
in cotenancy at cost 2__ =e _ 1,609, 209 
J a a : : 561, 338 
783 mp 
786 Deferred charges : 
aie Tax amounts with respect to certain capital gains, 
569 Federal $385,187, State $50,260 2 
: Other 1 Soe RING EE a ee taiee 143, 658 
105 


Total assets . ae - 662 


Accounts payable eee pane eer ee 013 
Accrued liabilities (including $362,683 owing to Transamerica Corp. 
in lieu of Federal taxes on income) ’ 36, 954 
Deposits on leases and uncompleted real-estate sales_- Pee 45, 400 
Long-term indebtedness: Installment real-estate notes payable, se- 
cured by first deeds of trust } —s 4, 097 
Owing to affiliates___ ; 826 
Deferred income, profit on sales of real estate to affiliates___- 569 
Capital stock ($10 par value): Authorized and 
outstanding 200,000 shares_. 
Surplus: 
*aid-in surplus___---~- $2, 782, 119 
mare -nasplne.. 2... 7, 318, 684 


$2, 000, 000 


10, 050, S03 
=e 19 O50) S08 


Total liabilities eee 


1 Real-estate notes payable are secured by properties having an aggregate net carrying 
Value of $7,951,750. 

*Palos Veres Corp. (21 percent owned) was substantially liquidated as of Sept. 30, 1954. 
Investment cost of properties distributed will be allocated between the partnership and the 
cotenaney upon completion of appraisals. Federal capital gains and State franchise taxes 
on indicated taxable profit resulting from the liquidation have been deferred pending ulti- 
mate disposition of the properties. Such profit is determined on the basis of preliminary 
appraisals and has not been recognized for accounting purposes. 

_ *At Dec. 31, 1954, the company was committed to purchase from an affiliated company, 
in the event of certain happenings, approximately $340,000 of construction and veterans’ 
trust deed loans made or to be made. 
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Capital Co., statement of profit and loss, year ended Dec. 31, 1954 


Income: 
Real estate division: 
Rentals, crop sales, ete $1, 017, 528 
Less operating expense 729, 616 
———————_._ $287, 912 
Property management fees 1, 293, 120 
——————._ $1, 581, 032 
Oil, gas and mineral division : 
Rents, royalties, sale of oil, etc 1, 011, 855 
Less operating expense_______.___________-- 348, 605 
Sa 663, 250 


2, 244, 282 

General and administrative expense: 
Salaries 928, 289 
Other office and general expense 372, 376 
—————-__ 1, 300, 665 


948, 617 
Other income: 
Profit from participation in real estate devel- 
opments 277, 090 
Interest earned 127, 839 
Miscellaneous 13, 478 
a 418, 407 


Total 1, 362, 024 
Other deductions: 
Oil well development and intangible drilling costs__ 479, 528 
Interest 176, 321 
Net loss om real estate sales... .1..65. 24.45 
670, 601 


691, 423 
Deferred Federal tax amount with respect to certain 
capital gains’ 
Less: Amount payable to Transamerica Corp in lieu of 
Federal taxes on income’ 362, 683 
——_—____—_—__- 22, 504 


Net profit 718, 927 


Provision for 1954 depreciation of real estate and equip- 

ment charged to expenses amounted to $383,980. 

1 See Note B to the balance sheet. 

2 Charge in lieu of income tax is computed on a separate return basis ; however, taxable 
income is consolidated with that of Transamerica Corp. and certain subsidiaries and the 
charge does not purport to represent a proportionate share of consolidated tax. Taxable 
income is reduced by certain items not recognized in the accounts for the year, principally 
a $500,000 loss on sale of a building written down on the books in a prior year. 


STATEMENT OF SURPLUS 


Paid-in surplus: 
Balance at Jan. 1, 1954 $3, 874, 809 
Deduct: Par value of 114,269 shares of capital stock distributed 
as a stock dividend 1, 142, 690 


Salance at Dec. 2, 732, 11 


Earned surplus: 
Balance at Jan. 1, 6, 904, 757 
Add: Net profit for the year ended Dec. 713, 927 
7, 618, 684 
Deduct: Cash dividends paid 300, 000 


Balance at Dec. 31, 1954 7, 318, 684 





cable 
| the 
cable 
pally 


CONTROL AND REGULATION OF BANK HOLDING COMPANIES 317 


Banca @’America e d'Italia (Italy), condensed statement of condition, 
Dec, 31, 1954 


ASSETS 


Cash on hand and due from banks Lit30,9438, 228, 849 
Government bonds and Treasury notes_______._____________ 4, 200, 842, 596 
Bonds and cash securing outstanding checks and deposits 24, 702, 930, 308 
Other securities 2,-179, 865, 364 
Loans on securities and other collateral 16, 208, 570, 444 
Bills discounted 19, 024, 944, 481 
Advances to customers 25, 041, 233, 748 
Customers’ liability under acceptances and guaranties, ete__.__ 11, 675, 776, 276 
Bank premises and investments in subsidiaries owning bank 
premises (revalued in accordance with Italian law), and 
furniture and fixtures 2, 021, 661, 126 
Bills held for collection 4, 864, 148, 294 
295, 906, 974 
347, 800, 730 





506, 909, 190 








Capital 300, 000, 000 
[rie ort Oia 2, “lec ta RS ae Ee ee Fe aa ee 126, 666, 667 
Undivided profits 478, 383, 618 
Reserve arising from revaluation 939, 333, 333 
Deposits and other accounts , 034, 934, 251 
Acceptances and guaranties, ete 675, 776, 276 
Discount collected but not earned 535, 642, 067 
Bills received for collection 3, 558, 374, 235 
Other liabilities and provisions for future contingencies 3, 509, 998, 013 
Staff liquidation reserve : 2, 347, 800, 730 


rr 





148, 506, 909, 190 
ACCOUNTANTS’ REPORT 


Board of Directors and Stockholders, Transamerica Corp.: 


We have examined the balance sheet of Transamerica Corp. as of December 
31, 1954, and its statements of income and surplus for the year then ended. Also, 
we have examined the balance sheets at the same date and the related statements 
of profit and loss and surplus of the corporation’s domestic subsidiaries, except 
Manufacturers Casualty Insurance Co., and subsidiary and Columbia River Pack- 
ers Association, Inc., the statements of which have been examined by other firms 
of independent public accountants, and except banking subsidiaries, the state- 
ments of which are included, without examination, as reported by the respective 
banks to supervisory authorities. Our examinations were made in accordance 
with generally accepted auditing standards, and accordingly included such tests 
of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances. 

In our opinion, the accompanying balance sheet and statements of income and 
surplus of Transamerica Corp. present fairly the financial position of the cor- 
poration at December 31, 1954, and the results of its operations for the year 
then ended, in conformity with generally accepted accounting principles applied 
on a basis consistent with that of the preceding year. 

Further, accepting the policy reserves of Occidental Life Insurance Co. of 
California as reported by that company’s actuary, and accepting the report of 
other accountants as to Manufacturers Casualty Insurance Co. and subsidiary, 
it is our opinion that the accompanying balance sheets and statements of profit 
and loss and surplus of Capital Co., Allied Building Credits, Inc., Occidental 
Life Insurance Co. of California, General Metals Corp. and subsidiary, and the 
fire and casualty insurance subsidiaries combined, present fairly the separate, 
consolidated, or combined financial position of the respective companies at De- 
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cember 31, 1954, and the respective results of their operations for the year then 
ended, in conformity with generally accepted accounting principles applied on 
a basis consistent with that of the preceding year. 
Ernst & ERNST, 
Certified Public Accountants. 
San FRANcIScO, CALir., March 9, 1955. 


Nonbank subsidiarics of Transamerica 





Place of organ- 


Name izati 
ame ization 


Type of business 





First Bank Building Corp - Arizona Holds main office building of First 
National Bank cf Arizona. 

First Securities Co-- : | Oregon _. . Liquidating company for nonbankable 
assets of First National Bank of Port- 
land. 

First Holding Corp : California Holds main office building of First 
Western Bank and Trust Co. in 

Pasadena 

Manufacturers’ Casualty Insurance Co. | Pennsylvania 

and subsidiary. 
Occidental Life Insurance Co. of California_| California 
Pacific National Fire Insurance Co. and do 
subsidiary. 

Paramount Fire Insurance Co New York 

Automotive Insurance Co_-__. : California 

Allied Building Credits, Inc__- . Delaware Investment and home mortgage and 
home improvement loans. 

Capital Co. and subsidiary California. Real-estate investment. 

General Metals Corp. and subsidiary ee 

Columbia River Packers Association, Inc. | Oregon-- Fish packing. 

and subsidiaries. 
Coast Service Co_- : California Insurance broker. 
Inter-American Corp. (California) __-_- .do s Do. 





The Cuatrman. Now, you seem to assume, Mr, Belgrano, that this 


is an indictment of Transamerica. 

I don’t think it is. I knew your predecessor, Mr. Giannini, very 
well. He was a very pleasant and a very delightful gentleman, and 
I was always delighted to have him call to see me. 

Mr. Beterano. Thank you. 

The Carman. The National Bank Act provided that not less 
than five natural people might associate themselves to form a national 
bank. Now, that excluded any corporation control or ownership of 
the bank. It required them to be natural persons. 

And the purpose of that was to secure home ownership, local opera- 
tion, of the banks. Now, you say that has not been invaded, but the 
very purpose of the National Banking Act was to see that the corpora- 
tion was controlled by natural persons, and that it only had those 
powers which were granted to it by its charter. There are a long line 
of decisions by the Supreme Court of the United States on that sub- 
ject, that a banking organization should not own stock in other bank- 
ing organizations, and should not own nonbanking interests except 
that it acquired for security and through enforcement of a debt. 

Tell us something of the history of when holding companies were 
organized, when these corporations were organized to control banks 
and other institutions. 

Mr. Beterano. I can only speak for Transamerica. ‘Transamerica 
was organized, Mr. Chairman, in 1928, and although it had a prede- 
cessor, I would think that that might be a good date to name as that 
when Transamerica became actively engaged in the bank holding 
business. 
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The Cuatrman. Well, talking about justice or injustice it was an 
adroit scheme devised by lawyers to secure more authority for the 
banks than they had under their charters, and it has been recognized 
since that time, isn’t that true? 

Mr. Beverano. I am sorry, Mr. Chairman, that I can’t agree with 
your language, because I am familiar with the national bank laws, 
and I beheve in them, and I am sure that the law that suggests that 
no national bank can own stock in other banks is a very good one, and 
I am sure that the national law, which suggests that a national bank 
can’t hold stock in another business is a good one, but I can’t agree 
with you that a holding company is a bank. 

They are two different things entirely. There is no bank that we 
own that does not adhere to the provisions of the law as you have 
recited them. We do not have a bank that owns another bank, or 
owns any stock in another bank. 

The CHatrMan. It is a device by which banks can be controlled, 
which couldn’t be done unless that device were adopted, isn’t that true 

Mr. Bretcrano. Whether we call it a device, or whether we suggest 
that free people in America have a right to make investments, legally, 
in banks, no matter where they are located, and that we are living 
within the law and developing our profession—I think that would 
be a better way to put it. 

The Cuarrman. Well, that is one way to put it, and another way 
might be that it gives banks power which they didn’t have under the 
law under which they were created. Certainly, the corporation has no 
powers but those which are granted to the bank, or which are inci- 
dental to the law. 

Now, that somewhat circumscribes the powers of the banks. They 
wanted as a result to acquire more authority, they wanted to acquire 
other banks, they wanted to acquire independent industries, and this 
is the device by which it was done. 

Now, I am not going into whether that was good or bad, but that 
is the truth, isn’t it? You say these powers were operated for the 
benefit of the people. 

Mr. Bererano. I can’t answer your question yes or no because in 
domg so I am accepting some of the statements that vou make in 
asking the question, Mr. Chairman. 

I will make this statement: that Transamerica Corp. is a bank hold- 
ing company, that it has 115,000 stockholders in every State of the 
Union, that it has every legal right to own bank stocks, under the 
present laws, it has every legal right to own stocks in any other con- 
cern it chooses. 

It is not a bank. It does not have the privileges of a bank. It has 
the controlling interest in banks, and those particular units must 
adhere to every letter of the law, just like any other bank, whether 
it be owned by 10 individuals. 

The Cuarrman. The result is absentee control of the banks. There 
is no doubt about that, is there ? 

Mr. Beterano. Well now 

The Cuarrman, I think that your argument is that that is true. 

Mr. Bererano, Mr. Chairman, absentee control of the banks. 
Would you be good enough to have the Federal Reserve Board tell 
us where the ownership of any one of the large New York banks rests? 
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Are you suggesting that any one of the big New York banks that 


are independent are owned all in the city of New York, or the State 
of New York? 


The Cuamman. No. 

Mr, Breterano. No, sir. 

The CHatrman. They are owned by individuals who wanted to 
purchase the stock. 

Mr. Betorano. As an investment. 

The Cuamman. But this is a different proposition, where a holding 
company gets control of the bank, they have gone out for the very 
purpose of getting control of the bank, and it does result in absentee 
control. The fact that they have stock all over the United States is 
sertainly not analogous to that. I think you will agree to that, won’t 
you? 

Mr. Bererano. I agree to this: that we out in the West, in these 
five States, in this economic area, if you want to call that absentee 
control, when we are living right in this expanding area and know 
its needs and have helped develop it, and take some credit in its great 
progress, if you call that absentee control, I suppose we are guilty of 
that sort of control and management. 

The Carman. Of course, there is an advantage in having local 
control, local interests controlling local banks. Your argument is 
that while you have that control you use it benevolently. You say that 
when you buy a bank you let the local people continue to run the bank. 
I think that is good policy. That the bank is run as it was before. 
But that is due to your benevolent intentions. You have the power, 
when you buy these banks, to remove the officers, and to put other 
people in charge, and as long as they are good people it might not 
be very bad. But suppose it gets into the hands of bad people? 
Suppose it gets in the hands of men who want to build an economic 
empire? Don’t you think that would be possible? 

Mr. Beterano. I would suggest, Mr. Chairman, that if it got into 
bad hands, and they use their legal powers to develop this great eco- 
nomic power that you suggest, and do not pay attention to the needs of 
their local communities, they won’t hold their jobs long because they 
would be in bankruptcy. You cannot compel people to do business 
with you, and the only way you can stay in business is to have people 
bring their deposits to you and be willing to borrow their money from 
you, and if you are going to destroy that feeling in these various com- 
munities you will be out of business. 

And when you say that we are benevolent, thank you, we like to think 
that way. I think we are pretty good businessmen, and we know that 
we have to run our banks that way or we won’t be in the business. 

The Cuarrman. I am assuming what you said is true. You say you 
use your powers benevolently, and I assure you that this bill is not 
just an indictment of your corporation, as you seem to think. Itisa 
general search for the truth. 

What is the relationship between Transamerica and the Bank of 
America now ? 

Mr. Betcrano. None whatsoever. 

The CuHarrman. What has been the relationship ? 

Mr. Bercrano. Prior to 1937 Transamerica owned Bank of Amcrica. 
It owned ninety-nine and some hundredths percent. In 1937 it re- 
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leased 58 percent of its shares to its stockholders, and from that year 
each year it has been dispersing its stock, and in 1952 it sold in the 
open market, through a syndicate, all the remaining shares of stock. 
We do not have any interlocking directors, we are competitive, they 
run their show and Transamerica runs its show. 

They have some, so I understand, over 200,000 stockholders. We 
have 115,000 stockholders. 

It is my understanding that in some instances the same man might 
own a couple of shares of each institution, but they are not identical 
inany way. 

The Cuarrman. Why did you segregate Transamerica from Bank 
of America ? 

Mr. Beterano. Why did we do it? 

The CuarrMan. Yes. 

Mr. Beterano. You might recall that there have been some con- 
troversies between Transamerica and some of the various governmental 
agencies, as I suggested here, on the theory that there was this con- 
centration of power, and, years ago, when Bank of America had estab- 
lished itself, 1t seemed quite proper, the Bank of America not being 
able to own, as you point out, a share of stock in any other bank, 
whether it be in the State or in another State, Transamerica officials 
decided that they would make these acquisitions in these other States 
because they could see that it would be a very profitable venture to 
help in the advancement of the economy of those States, and so the 
division was made between the two companies, and Transamerica is 
a holding company, owning the shares of stocks in these 6 banks in 5 
States, and not controlling any part of Bank of America. 

The Cuairman. At that time you thought probably that the argu- 
ment could be made and sustained that it was a concentration of eco- 
nomic power, and might give rise to a storm ? 

Mr. Bererano. I think you, having known my former associate and 
chief, Mr. A. P. Giannini, one of the witnesses I think stated yesterday 
in his testimony that Mr. Giannini believed in national branch bank- 
ing. You will remember that statement being made in the last day or 
two, and there was a time when it seemed as if there might have been a 
possibility for national branch banking, or branch banking within a 
Federal Reserve district. When the Congress decided not to pass the 
laws that would make possible that kind of banking, obviously it 
changed the entire picture as far as one bank was concerned, and that, 
I think, was a very important reason. 

I make no bones about it. I shared Mr. A. P. Giannini’s views, and 
! hope some day the Congress of the United States of America will 
see in its wisdom that these imaginary lines are fictitious confines to 
economic areas. When I fly from San Francisco here I find it very 
difficult to determine when I cross one State into the other. I found 
it very easy to see fertile fields for many miles, of the same kind of 
land and the same kind of people. 

Now, of course, we cannot do anything about that. We have to run 
our banks separately, and we shall run them separately, and we will 
obey every letter of the law, and we don’t do a thing that will distort 
your actions. 

But, again I say I hope some day that maybe the wisdom of Con- 
gress might change this thing. 
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The CHateman. What is the relationship now between Trans- 
america and the Bank of America / 

Mr. Betcrano. None whatsoever. 

The CHarrman. Are you competitors in the banking business? 

Mr. Beterano. We are-competitors. This new First Western Bank 
& Trust Co. is the only other bank in the State of California that has 
branches throughout the State. All of the other branch-bank systems 
are either in northern California or in southern California, 

The Cnatrman. What proportion of the bank business, the deposits, 
do the Bank of America and Transamerica control now in the State of 
California ? 

Mr. Bererano. Well, I gave you what Transamerica controls 
against the field. I haven’t the breakdown of Bank of America. I 
think my testimony shows that we had 54 offices, and I think you will 
find it here in one of the charts I have presented. We have 54 offices. 

The Crairman, I see it. It is all right. That is in the record. 

Also put in the record the number of banks vou control and the 
number of nonbanking interests in which you are interested. 

Mr. Beicrano. I will be glad to, sir. 

The CHarrman. What has been your relationship with the non- 
banking interests which you control ? 

Mr. Beicrano. My personal relationship ? 

The Caiman. No, the relationship to the bank. Do you furnish 
most of their accommodations, money 4 

Mr. Betcrano. None at all. As 1 repeated in my statement many 
times, we do not allow any subsidiary to borrow from any of our 
banks. 

Now, under the law, we can allow them to do it to a certain extent, 
but we have determined our own policy, and we do not allow any 
subsidiary to borrow any money from any of our banks, and when 
I appeared before the Senate committee last year I suggested that 
if there have been any abuses in this intercompany borrowing—and 
the matter came up because of the Texas episode that was announced 
here by one of the witnesses—that you need not destroy a bank- 
holding company to correct that. You can just amend the present 
laws and prohibit any borrowing of any character between subsidiaries. 

It certainly won't affect us because we don’t do it. Each of our 
subsidiaries, if they need funds, make their own borrowings, in outside 
banks, in which we have no interest whatsoever. They stand on their 
own feet, and they are well able to. 

Now, we talk about divestment. I think very few people know 
that the Occidental Life Insurance Co. is the 12th largest insurance 
company in the United States in point of insurance in force. There 
is $5,250 million of insurance in force. 

Tf you look at the asset side of our ledger you might figure that the 
investments held there, the appreciation in investments, and the book 
value, might be maybe $52 or $53 million. That company is worth 
$250 million. 

Much has been said about the advantages that have been given to us, 
the privileges that have been given to us in this bank setup. With 
privilege you accept responsibility. You do that in business, and 
you do it as a citizen. There are some responsibilities attached to the 
insurance business, quite aside from the banking business. 
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What if this bill is passed should we do? Is it more important to 
stand by our trusteeship for these policyholders, these thousands of 
policyholders all over the. United States, Canada, Hawaii, and the 
Philippines, and get rid of our banks? Shall we just turn this com- 
pany loose? What will we do with it? 

The Cuatrman. This bill would not require you to get rid of any 
banks. 

Mr. Bexerano. Yes, it will, sir. This bill compels us to divest our- 
selves of everything but banking interests. 

The CHarrmMan. Yes, sir. 

Mr. Betcrano. Now, we certainly have the right to get rid of banks, 
if we choose. 

The CHairmMan. That would be done voluntarily on your part. It 
wouldn’t be required. 

Mr. Betgrano. You are compelling us to make a choice, Mr. Chair- 
man. You are compelling us to make a choice. We cannot have both. 

This company is different than most companies. We have gone in 
for the kind of insurance that little people need. We stress on hospital 
insurance, on group insurance. ‘Lhe Brotherhood of Boilermakers 
carry our policies. Most of the unions do. Because we set up the 
service to take care of the little fellow. 

Shall we just turn that over to some people in Wall Street? Is that 
What you want us to do? 

The CHarrman. Well, I think the fundamental basis for the legis- 
lation is that it is bad to have the money and credit and industry in 
the same hands and, of course, if that is misused that certainly could 
throttle competition. You say you don’t do that. That is what we 
are trying to Investigate. We want to find out. 

Mr. Beterano. | go one step further, Mr. Chairman. I say that 
not only do we not do it, but I say that you have all of the laws that 
you need on the books to see that we do not do it. 

Now, I would like to go one step further. 

The Cuairman. I think if we want remedial laws we ought to have 
them in remedial banking laws. The banks get their power from 
the Government, and they get certain powers, and they only get those 
powers when they are organized, through the charter. If we want to 
limit them, I don’t think we ought to go to some other department, 
which is not connected with banking and currency, and rely on that 
department to enforce these laws. I think if we are going to have 
regulatory laws they ought to be in connection with banking, and the 
administration of the banking laws. 

Mr. Bererano. We agree with you on the question of laws that have 
to do with banks. 

My great difficulty is to try to suggest to you that a holding com- 
pany is not a bank. A holding company cannot take deposits. A 
holding company is not in the trust business. A holding company is 
like any other corporate identity. It owns shares in companies that 
are governed by special laws in connection with those particular com- 
panies, and the only thing we are doing is to try to see to it that these 
things in which we do hold these big stock interests, that they are run 
as efficiently as we know how to run them. 

That is all. 


The Cuamman. Transamerica is doing a banking business, isn’t it ? 
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Mr. Betcrano. No, sir; we cannot by law. 

The Cuarrman. Don’t you take deposits ? 

Mr. Bercrano. No, sir; we are prohibited by law. We are not a 
bank, sir. We own a majority interest in six banks. But we are not 
a bank. 

The CrHatrman. “You are just organized for the purpose of con- 
trolling banks, and controlling other institutions? 

Mr. Beiterano. We could very well be known as—there are some 
companies that have come under the investment trust laws. We 
happen to come under the Bank Act of 1933, and we are a bank hold- 
ing company by law. 

I wish we could call ourselves something else. That is what we are. 

Now, we could go through other channels and probably save our- 
selves a lot of trouble, because in this particular setup we are com- 
pelled to put up that reserve that I mentioned, and that reserve 
amounts to 12 percent of the par value of the capital stock of all the 
banks we control, and that runs into a sizable amount of money. 

So that has to be kept in blue chip, or in cash, as a secondary reserve 
against our banks. On top of that, that is easy. On top of that we 
have got another two or three hundred million dollars which we think 
adds to this strength of these banks. 

The Comptroller mentioned that some holding companies had con- 
tributed $2 million to a bank just a week ago. That happened to be 
Transamerica, making a contribution to one of its banks. We just 
contributed to the surplus. We didn’t go to the trouble of issuing 
more stock. The other few stockholders came along with us, and that 
was the easy way to do it. 

On March 28, this month, we are adding $12 million to the capital 
structure of the First Western Bank & Trust Co., and 74 percent, 
some odd figure, say 75 percent, of that comes out of the funds of 
Transamerica, $9 million of that will come out of our funds, to be sure 
that that bank has a good relationship between its risk assets and its 
capital. 

We must be sure that when people favor us by coming to our door 
that no one can criticize us as to whether we are properly capitalized. 

On top of that, in raising funds, Transamerica has given to the 
First Western Bank & Trust Co. a letter stating that, without charge, 
if any of the stockholders see fit not to take advantage of the rights 
which are theirs—and as you know there are always a half dozen 
who tear their rights up—we stand behind that, and will pick up all 
the chips, so that on the 28th of March there will be $12 million, not 
$11.000.999.50 The $12 million will be there. : 

Early last year we issued 400,000 shares of the First National Bank 
of Portland to create $16 million of new capital. We did the same 
thing there. We subscribed to our shares, and all but 924 shares of 
stock was subscribed for by the stockholders of the first National Bank 
of Portland. 

We found by inquiry that all of those had less than a third of a 
share, so they undoubtedly threw them away in the wastepaper 
basket, feeling that they had no value. We said we were ready to buy 
these shares, but we suggested that they sell the rights on the market 
and then you send a little letter to these people and tell them they tore 
up a good piece of paper, and then send them this $2.50 of rights so 
they won’t suggest we took advantage of them. 





CONTROL AND REGULATION OF BANK HOLDING COMPANIES 325 


The Cuarrman. Are the directors of Transamerica on the boards 
of banks? 

Mr. Beterano. No, sir; we have two vice presidents of Trans- 
america thoroughly competent in loans, and operations and personnel, 
who act as directors of the six banks that we own. 

Mr. McDonoven. You mean Transamerica ? 

Mr. Beverano. Transamerica; yes, sir. 

Vice presidents of Transamerica, who are efficient operators and 
loan men, and personnel men. And they act as the eyes and ears of the 
board of directors of Transamerica Corp., to keep our directors up to 
date, with a monthly report, as to the activities of these institutions. 
They examine all of the reports that we receive from the regulatory 
bodies. 

For instance, the Comptroller of the Currency immediately sends 
us a photostat copy of the report of examination of each of our na- 
tional banks. That comes direct to us, so that it cannot be tampered 
with on the way, because we are interested to see that that bank is 
operated correctly, and if there is anything wrong with that bank or 
any criticism, one of these vice presidents when he attends the meeting 
of that board of directors brings that up before the meeting, and says 

“Look” 

The Cuarrman. Isn’t at least one of your directors on the board of 
each bank that you control ? 

Mr. Bererano. Yes, sir; we have one director of ours on the First 
Western Bank & Trust Co. I remained on the First National Bank of 
Portland. And I think that is it. I don’t think of anybody on the 
other four boards, as our directors. 

The CuHatrman. How many residents have you on the boards? 

Mr. Bexerano. Practically all, with the exception of these two 
men. In other words, the n: tional bank law allows you to have a limit 
of 25 directors. So in the Portland Bank all but three directors are 
residents of the State of Oregon. 

We go wider than the local communities because we are statewide; 
the law provides residents of States, not of communities. So in 
order to serve the State of Oregon, as an example, so that we know 
of the wants of the people of all of the State, we studiously pick a 
man from Klamath Falls, and men from Coos Bay in western Oregon, 
a man up in the cattle country, so that all of these clients of ours are 
fully represented on our board of directors. They are all Oregonians, 
and the only tie-in we have in that big bank—and the reason I use 
it, I had the honor of acting as its president for 6 years, I know very 
intimately about its details—that bank has $860' million, it has 70 
branches, it is in a very diversified economy. It is the timber capital 
of the world, in one section. You have the fish town at Astoria. You 
have grain in eastern Oregon. It is a typical example of what a bank 
such as that can do. 

Now, we have the United States National Bank, which is a so-called 
locally owned bank, which is almost as large as ours. I think there 
is a difference of maybe $50 million. A very aggressive bank. They 
have branches in practically every community where we are situated. 

Talk about how these directors can determine what they want to 
do. Let me tell you a story about that bank. That bank is doing 
something that no other bank in the United States of America is 
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doing. The farmers complained about the adjoining States passing 
laws to close banks on Saturday. The State of Oregon has a per- 
missive law, that you can close if you desire. But they said they 
would like to have us stay open because they would like to come to 
the bank on Saturday, and after 3 o’clock. 

Now, you are led to believe that the masters down in San Francisco 
snap the whip and everybody jumps at the same time. The First 
National Bank of Portland is open 6 days a week, from 10 o’clock to 
5 o'clock, every day in the week including Saturday. That is serving 
the people of the State of Oregon. We cross the border instead, in 
Washington, and our bank doesn’t do it up there. We don’t tell them 
exactly when they have to open and what they have to do. We tell 
them “Serve the people of our communities. Do what they want you 
to do.” That means we work our people 5 days a week, 40 hours, 
on a rotation basis, and that costs us three-quarters of a million dollars 
a year to follow that practice. 

Now, if you discount taxes, say half of that, net. That is bank- 
ing. That is taking care of the little fellow. 

The Cuarrman. How many subsidiaries, how many branches do 
your subsidiaries operate? How many branches has the Portland 
bank ¢ 

Mr. Brucrano. Seventy. 

The Cuatrman. Where are they located? 

Mr. Betérano. All over the State, sir. We are on the coast, by 
the Pacific Ocean, we are down at Klamath Falls, which is the most 
southern part, right across the border from California. As you know, 
the city of Portland is on the border between Oregon and Washington, 
and we have 10 branches in the city of Portland; we have 2 branches 
just across the river from Idaho; we have 1 in Nyssa and | at Ontario, 
so we cover every section of the State of Oregon. 

The CuatrmMan. How many branches have the banks you control 
in California ? 

Mr. Bererano. Fifty-four. 

Mr. McDonoveun. That is out of a total of 1,284? 

Mr. Beierano. That is correct. 

The CHairman. How many branches do you have in Nevada? 

Mr. Bercrano. I think I have that information here. 

Portland has 70 branches, 1 permit granted, and 2 applications 
pending. 

Arizona has 20 branches, 2 permits granted, and none pending. 

First National Bank of Nevada has 15 branches, 1 permit granted, 
none pending. 

Bank of Nevada has 4 branches, 1 permit granted, and none pending. 

The National Bank of Washington has 12 branches, 1 permit grant- 
ed, none pending. 

First Western Bank & Trust Co. has 54 branches, 4 permits granted 
by the State, of which one has also been granted by FDIC, 8 applica- 
tions pending. 

That is the whole story of our six banks. 

Mr. McDonoven. Mr. Chairman. 

Mr. Brown. I would like to ask a question. 

The CuHarrman. Mr. Brown. 
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Mr. Brown. I understood you to state that none of your banks 
make loans to nonbanking companies owned by Transamerica? Is 
that right? 

Mr. Beterano. That is right. 

The CuHatrman. Of course, one bank can borrow money from an- 
other bank? 

Mr. Bererano. One bank can borrow money from another bank. 

Mr. Brown. Suppose you have 2 banks, 1 is a good bank and 1 is 
a weak bank. Can’t the weak bank borrow money from a strong bank? 

Mr. Bererano. No, sir. 

Mr. Brown. Do you mean to say not one of your banks will loan 
money to another of your banks? 

Mr. Bererano. No, sir; if we have a weak bank Transamerica puts 
money into it and makes it strong. 

Mr. Kiipourn. He doesn’t mean necessarily one of your banks. He 
means that can one of your banks loan to another bank ? 

Mr. Beicrano. Oh, we have innumerable correspondeut bank rela- 
tionships, and if banks require assistance in their local communities, 
where they have an application for a loan of a hundred thousand dol- 
lars, and they can only lend $10,000 to their limit, certainly we will 
take the balance of $90,000 and assist them to handle their people 
there. 

Mr. Brown. Do you mean to say that one of your banks, when 
they need money, cannot borrow from another one of your banks? 

Mr. Beterano. No, sir. 

Mr. McDonoven. I think the question you want to ask is this: Does 
'ransamerica provide funds to a weak bank that is a member of Trans- 
america ? 

Mr. Brown. Transamerica is a holding company. I want to know 
if any of these banks in which they own stock can borrow one from 
nother. 

Mr. Betgrano. No, sir; they do not. 

Mr. Brown. They are just a holding company. They own stock. 
They don’t operate the bank. 

Mr. McDonoven. That is right. 

Mr. Brown. None of the banks that the witness operates can borrow 
money from another bank ? 

Mr. McDonoven. That is right. 

Mr. Beterano. We have an item here, in bank terminology, which is 
listed as a loan, and which I would like to bring out. I don’t think 
of any bank that would avail itself of it, but it is a common practice, 
us you know, to meet your reserve requirements, and in order to meet 
your reserve requirements daily you many days are short of your 
reserves or you have excess reserves and banks all over America will 
purchase what they call Federal funds, Federal Reserve funds. The 
term used in purchasing funds. 

As a matter of fact, legally, it is a loan, when you purchase funds 
overnight from any of the banks one to the other. I don’t know of 
any of our banks that use that practice between themselves because 
I know of none that are in that position. They are usually short re- 
serves and sell them to eastern banks. 

The Cuatrman. Under what laws was Transamerica organized / 

Mr. Bererano. We are organized under the laws of Delaware. 

The CnarrMman. What powers have you under your charter 
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Mr. Beiarano. General powers. 

The Crarrman. I guess that is pretty general, under the laws of 
Delaware. 

Mr. Breterano. Yes, sir; we have general powers. 

The Cuatreman. While you are not a bank you can be considered a 
bank that doesn’t do any banking business. Indirectly you contro] 
banks, which is pretty much the same thing, as far as loans and dis- 
counts are concerned, you have absolute control over the banks. 

Mr. Bexerano. We have legal control. In other words, at the an- 
nual meeting of any one of these banks we could exercise our legal 
control, change their directors, and then the new directors change all 
the officers. If that is the question. 

The Cuatrman. Yes. 

Mr. Betcrano. Now, we have been in this business a good many 
years, and, of course, the way to be successful here is to learn the 
wants of the various communities in which we do business, and then 
to encourage the kind of people that mean something in those commu- 
nities to join with us and help us build that particular State. We are 
part of the State. We have, percentagewise, although we own 67 per- 
cent of the stock of the First National Bank of Portland, percentage- 
wise we have more Oregonian stockholders of our bank than the 
so-called hometown bank, United States National. We want them to 
be stockholders of our bank. We want them to take an interest in it. 

Mr. Brown. Have you bought any banks recently ? 

Mr. Beterano. Yes, sir. 

Mr. Brown. How do you go about it? Just buy all the stock? 

Mr. Bererano. Let me give you an example of a fine gentleman by 
the name of Mr. Harlan. Mr. Harlan was the president of a little 
bank in Long Beach, Calif. I think the assets were around $13 
million. 

A-few months ago this fine gentleman was waiting to see me, with- 
out an appointment, and came in and sat down and said, “I flew up 
from Long Beach, I want to take a look at you.” He said, “I am very 
glad to see you, I don’t see the horns.” I said, “I usually put those 
things away until evening.” I said, “What can I do for you?” He 
said, “A group of us started this little bank, we call it the Western 
Bank. We had a longer name and we cut the name down. Two of 
our partners have sons and they are not interested in this business, 
and I am 71 years old and I have a wife and if something happened 
to me what is she going to do with that bank?” I said, “I don’t ie, 
What do you want to do with it?” He said, “I want to sell it to you.” 
I said, “That is you, how about the rest of the boys?” He said, “We 
are all together, outside of a couple of stockholders that live east, I 
am sure that at least 95 percent of the stock will all sign up.” So I 
said, “Well, there is only one way we can tell you what your bank is 
worth, unless you let us take a look we cannot tell you what your stock 
is worth. We can figure book value, anybody can do that, but we are 
willing to pay you asset value, if you are worth more than what is 
on your books, and if you have some other assets that have been 
charged off you are entitled to that.” 

So we made an appointment to meet that weekend, we had the ap- 
praisers there. About 10 days later he came to San Francisco again 
and across the table we got our lawyers together and we agreed on the 
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business, and he went back home, and inside of a week he had all but 
160 shares signed up. 

Mr. Brown. Do you buy stock in small banking institutions with- 
out obtaining absolute control ? 

Mr. Beterano. Oh, yes, sir. We don’t have any stock in any small 
banks, along that line. In other words, we don’t take a position just 
to be on the board of a small bank and be of annoyance to people. 
People have a right to own their banks and if they want to keep them 
we want to help them. Bue we own a block of stock in all of the 
major banking institutions around the country. We own stock in 
most of the banks that I named in California. We have to have in- 
vestments, and we find that if you know how to run banks, that it is 
avery good investment. 

Mr. Brown. I am not criticizing you, I am just asking for the 
information. 

Mr. Bercrano. We do. 

Mr. Brown. I thought you meant that you wanted the majority of 
the stock to control. 

Mr. Betcrano. That is right, sir, but we can still own a sizable block 
of stock in a bank that we have confidence in. For instance, we own 
some stock in the California Bank in Los Angeles, we own some in 
Citizens National Trust & Savings of Los Angeles. 

Mr. McDonovueu. Who are competitors. 

Mr. Beterano. All competitors. We own stock in Anglo Bank, we 
own stock in the Crocker First National, we own stock in the Bank 
of California; we own shares in the National City Bank of New 
York, First National Bank of New York, Chase National Bank of 
Manhattan. 

Mr. Brown. Are you directors in any or all of those banks? 

Mr. Beverano. We are not directors. It is just like if you bought 
the shares. 

Mr. Brown. I understand. F*am just trying to get information. 

Mr. Bererano. No, sir. Years ago, because if you look back in 
the testimony so there is no conflict, Transamerica had the controlling 
interest of Bank of America, N. A., that was a New York bank, 
which was traded for National City stock, and when we owned quite 
a block of that stock for some years we had representation on the board 
of directors to protect our interests. We have been disposing of that 
stock over the years, and, today, that amount of stock is down to a 
nominal sum, I think around 4 percent of it. 

Mr. Brown. One of the witnesses stated yesterday that certain per- 
sons own 10 percent in one of the largest banks of New York, and that 
the people who own 10 percent controlled that bank. 

Mr. Berorano. I heard that testimony, the Rockefeller family, that 
owns 10 percent of the Chase Bank controls it. Maybe they do. 
I don’t know whether they do or not. 

Mr. Brown. I don’t see how a stockholder owning 10 percent of the 
stock can control the bank. 

Mr. Bexrerano. The only way I can suggest that he does is that he 
1S a super salesman or the other people are too tired to exert their 
rights. 

The Cuamman. Do you own large blocks of stock in New York 
banks? 
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Mr. Bererano. Yes, sir; we own—— 

The Carman. Have you anybody who protects your interests 
there? 

Mr. Beterano. Not at all, any more than I worry about my protec- 
tion in General Motors. We have some stock in General Motors. 
I don’t go up there to find out whether the boys are building those 
automobiles correctly. I do take a look at their quarterly statements, 
and I do spend some time, as to whether I am in a business that is 
going to make me some money or whether I am in a business that the 
tax laws of our country are going to make me lose it, and then I wil! 
get out of those businesses and move around, because we have to 
employ our funds to keep this reserve that I was telling you about 
asa secondary reserve to protect these banks. 

I cannot keep these washers under the counter because they don’t 
earn interest. 

Mr. Brown. You don’t want to dispose of your stock in General 
Motors, do you ? 

Mr. Beterano. Well, I will listen to a bid, sir. 

Mr. Brown. I didn’t understand your answer. 

Mr. Betarano. I say I will entertain a bid. 

Mr. Brown. I thought you came here to testify, not to sell stock. 

Mr. Beterano. That is right, sir. 

The CuHatrman. Will you put your charter, at least that part from 
which you obtain the powers for your corporation organized under 
the laws of Delaware, in the record ? 

Mr. Bertcrano. Yes, sir; I will be very happy to doso. 

(The material referred to is as follows :) 

COVINGTON & BURLING, 
Washington 5, D. C., March 10, 1955. 


Mr. WILLIAM J. HALLAHAN, 
Clerk, Committee on Banking and Currency, 
House Office Building, Washingt@®, D. C. 

DEAR Mr. HALLAHAN: In the course of Mr. Belgrano’s testimony before the 
Banking and Currency Committee hearings on H. R. 2674, he agreed to supply 
the committee with the following items of information for the record: 

(1) A copy of the charter powers of Transamerica Corp. under its Delaware 
charter ; 

(2) A list of the nonbank subsidiaries of Transamerica and the States of their 
incorporation. 

These items are attached herewith. 

In addition vou will find attached for inclusion in the record a copy of an 
opinion of the attorney general of the State of Washington dated April 19, 1949. 
This relates to the right of Transamerica to hold more than 25 percent of the 
stock of a bank of the State, a matter raised by Mr. Harding in his testimony at 
page 172 of the transcript. 

Sincerely yours, 
GABARD A, GESELL. 


CHARTER POWERS OF TRANSAMERICA CorP.—CERTIFICATE OF INCORPORATION 
ARTICLE III 


The nature of the business of this corporation and the objects or purposes 
proposed to be transacted, promoted, or carried on by it are as follows, namely: 

1. To subscribe for, purchase, acquire, invest in, hold for investment or other- 
wise, own, trade, and generally deal in, and to use, sell, assign, transfer, pledge, 
mortgage, or otherwise dispose of, the stocks, bonds, and other evidences of 
indebtedness of any corporation, domestic or foreign, public, quasi-public or 
private, and to possess and exercise in respect thereof all rights, powers, and 
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privileges of individual owners or holders of such stock, including the right to 
vote thereon and to execute proxies therefor, and also to the extent now or here- 
after authorized or permitted by the laws of the State of Delaware to purchase, 
hold, sell, exchange or transfer, or otherwise deal in, shares of its own capital 
stock, bonds, or other obligations from time to time to such an extent and in 
such manner and upon such terms as its board of directors shall determine and 
as the laws of Delaware may permit; provided that this corporation shall not 
use any of its funds or property for the purchase of shares of its own capital 
stock when such use would cause an impairment of the capital of this corpora- 
tion, and provided further that shares of its own capital stock belonging to this 
corporation shall not be voted directly or indirectly. 

2. To do any and all acts and things for the protection, improvement, and en- 
hancement in value of such securities or of any thereof, or designed to accom- 
plish any such purpose. 

3. To buy, hold, own, maintain, sell, convey, generally deal in, lease, mortgage, 
exchange, and otherwise trade in and dispose of real property of all kinds or 
any interest or right therein, within and without the State of Delaware and in 
any and all of the States, districts, Territories, or dependencies of the United 
States and in any and all foreign countries in accordance with the law therefor ; 
to carry on the business of developing and improving real property; to build, 
construct, operate, maintain, lease, and sell dwelling houses, apartment houses, 
business blocks, and buildings of all kinds and descriptions: to improve, en- 
hance in value, or alter all kinds of buildings and other real estate, both improved 
and unimproved; to maintain a general real estate agency, including the right 
to manage estates and to act as agent, broker, or attorney in fact for any person 
or corporation; to supervise, manage, and protect the real property of the 
corporation and any interest or claim held by it in the same; to have the same 
insured against fire and other casualties; to exercise all rights and powers, to 
perform all transactions, and in every respect to deal with real property to the 
sume extent that is permitted under the laws of the State of Delaware to any 
commercial corporation. 

4. To acquire by purchase or otherwise, own, sell, lease, let, convey, mortgage, 
pledge, exchange, invest in, trade in, and generally deal in personal property of 
every kind, character, and description without limitation in any and all parts 
of the world in accordance with law to the same extent as is permitted to any 
commercial Corporation by the laws of the State of Delaware. 

>. To aequire, own, hold, and dispose of grants, concessions, and francises or 
interests therein; to cause to be formed, merged, or reorganized, and to promote 
and aid in any way permitted by law the formation, merger, or reorganization 
of any business, concern, firm, association, or corporation, domestic or foreign, 
and -to do all acts and things permitted by law tending to aid in establishing 
the business and promoting the success of any such business, concern, firm, as- 
sociation, or corporation ; to take over properties, manage the affairs, and conduct 
the business of such concerns, firms, associations, and corporations, and in the 
course of which business to dispose of, deal in, realize upon, or otherwise turn 
to account, and to hold, possess, and improve the property thereof, real or 
personal, of every kind and description, and to assume the liabilities of any such 
person, firm, association, or corporation, and to take in any legal manner the 
Whole or any part of the business or acquire and to pledge, mortgage, sell, or 
otherwise dispose of the same. 

6. To promote and assist, financially or otherwise, corporations, domestic or 
foreign, public, quasi-public, or private, firms, syndicates, associations, indivi- 
duals, and otherwise, and to the extent permitted by law, to give any guaranty in 
connection therewith for the payment of money or for the performance of any 
other undertaking or obligation: to institute, enter upon, assist, promote, or 
participate in commercial, mereantile, and industrial works, contracts, ventures, 
enterprises, and operations without limit to the extent permitted by law, and to 
aid in procuring necessary means, facilities, and capital for the same to such 
extent as may be permitted by law. 

7. To act as financial and business agent, general or special, for domestic 
und foreign corporations, public, quasi-public, and private; individuals, partner- 
ships, associations, firms, and syndicates, and as such to develop, improve, and 
extend the property, trade, and business thereof, and to aid any lawful enter- 
prise and in connection with acting as such representative or agent or broker 
for any principal to give any other aid or assistance to such extent as may be 
permitted by law. 
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8. To guarantee the payment of dividends upon stock, or interest upon bonds, 
notes, and other evidences of indebtedness or obligation, or the performance 
of the contracts or other obligations of any corporation, domestic or foreign, 
public, quasi-public, or private, copartnership, association, syndicate, firm, or 
individual to such extent as may be permitted by law, and to such extent to 
enter into, make, perform, and carry out contracts of every kind and for any 
lawful purpose with any person, firm, association, corporation, syndicate, or 
others. 

9. To borrow money with or without pledge of or mortgage upon any or all 
of its property, real or personal, as security, and from time to time to make, 
execute, endorse, and issue bonds, debentures, promissory notes, bills of exchange, 
and other obligations of the company for moneys borrowed or in payment for 
property acquired or for any other objects and purposes of the company or its 
business, and to secure the payment of any such obligations by mortgage, pledge, 
deed, deed of trust, indenture, agreement, or other instrument of trust, or by other 
lien upon, assignment of, or agreement in respect to all or any part of the prop- 
erty, rights, privileges, or franchises of this corporation, wherever situated, 
whether now owned or hereafter to be acquired. 

10. To apply for, obtain, register, purchase, lease, or otherwise acquire, hold, 
own, use, operate, introduce, develop, or control, sell, assign, or otherwise dis- 
pose of, take, or grant licenses, patents, inventions, patent rights, copyrights, 
privileges, improvements, processes, trade-marks, trade names, formulas, labels, 
designs, brands, and blends, and any interest therein, and similar rights of any 
and all kinds and whether granted, registered, or established by or under the 
laws of the United States or of any other State, country, or sovereign, and to 
use, improve, exercise, develop, grant licenses in respect of, sell, trade in, or 
otherwise turn to account the same; to acquire water and water rights within 
and without the State of Delaware for all purposes, to promote irrigation, con- 
struct and maintain dams, levees, weirs, canals, ditches, and do all other acts 
necessary to secure, impound, and use water for irrigation, drainage, and other 
purposes so far as can be done in accordance with law 

11. To act as insurance agent for any fire, accident, life, casualty, or other 
insurance company, and generally to conduct and maintain a general insurance 
brokerage and commission business, and generally deal in, place, and contract, 
either on commission or otherwise, insurance of every kind or character; to 
become a member of any brokers or other insurance board or organization, con- 
venient or proper for the carrying on of any such business. 

12. To act as trustee under deeds of trust securing obligations for the payment 
of money, or otherwise act as trustee to such extent as may be permitted by the 
laws of Delaware or by the laws of any State in which this company may do 
business. 

13. To organ‘ze or cause to be organized under the laws of the State of Dela- 
ware, or of any other State, district, Territory, province, or government, a cor- 
poration or corporations for the purpose of accomplishing any or all of the 
objects for which this corporation is organized, and to dissolve, wind up, tiqui- 
date, merge, or consolidate any such corporation or corporations or to cause the 
same to be dissolved, wound up, liquidated, merged, or consolidated. 

14. To carry on any other lawful business whatsoever which may seem to the 
corporation capable of being carried on in connection with the foregoing, or cal- 
culated directly or indirectly to promote the interest of the corporation or to 
enhance the value of its properties; and to have, enjoy, and exercise all the 
rights, powers, and privileges which are now or which may hereafter be con- 
ferred upon corporations organized under the same statutes as this corporation. 
15. To do a general financial, industrial, mining, manufacturing, shipping, 
importing and exporting, brokerage, merchandising, farming business, and to 
engage in any other business or transaction permitted by the laws of Delaware 
to any commercial corporation. 

16. In the acquisition of any property, real or personal, hereinbefore men- 
tioned, or of any shares of stock, debentures, bonds, or other evidences of indebt- 
edness, or any other rights or privileges of any kind or character, this corporation 
may issue in payment thereof, in whole or in part, shares of its own capital stock, 
or otherwise pay for the same in shares of its own capital stock or in the bonds 
or other evidences of indebtedness issued by this corporation, and the board 
of directors of this corporation shall have the right to determine the value to be 
placed on any such shares, bonds, or other indebtedness of this corporation so 
issned or exchanged- 
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17. To conduct its business (including the holding, purchasing, mortgaging, 
and conveying of real and personal property) in the State of Delaware, other 
States, the District of Columbia, the Territories, colonies, and possessions of the 
United States and in foreign countries ; and to maintain such offices either within 
or without the State of Delaware as may be convenient; provided, however, that 
nothing herein contained shall be deemed to authorize this corporation to con- 
struct, hold, maintain, or operate within the State of Delaware railroads, rail- 
ways, telegraph or telephone lines, or to carry on within said State any public 
utility business. 

The foregoing clauses shall be construed both as objects and powers and the 
foregoing enumeration of specific powers shall not be held to limit or restrict in 
any manner the powers of the corporation ; and it is the intention that the pur- 
poses, objects, and powers specified in each of the paragraphs of this article third 
of this certificate of incorporation shall, except as otherwise expressly provided, 
in no wise be limited or restricted by reference to or inference under the terms 
of any other clause or paragraph of this article or any other article of this 
certificate of incorporation, but that each of the purposes, objects, and powers 
specified in this article and each of the articles or paragraphs of this certificate 
of incorporation shall be regarded as independent purposes, objects, and powers. 


STATE OF WASHINGTON, 
Olympia, April 19, 1949. 
Hon. EArt Cor, 
Secretary of State, Olympia, Wash. 

DEAR Sir: You have requested advice as to whether a foreign corporation own- 
ing or holding all, or a majority, of the stock of a domestic corporation may be 
required to qualify to do business under the Washington State corporation laws. 
You also inquire as to the proper procedure for compelling compliance in the 
event that your first question is answered in the affirmative. 

We have examined the proposed law which you have enclosed (S. B. 141, 31st 
regular session, proposing an amendment to section 16, chapter 70, laws of 1937 
(Rem. Rev. Stat. Supp. 3886-16) ) and which you refer to as a prospective clarifi- 
cation of laws relating to the qualifying of foreign corporations. This bill, if 
enacted, would have affirmatively authorized foreign corporations to own and 
hold shares of domestic corporations without the necessity of qualification. 

It is our opinion that the laws of the State of Washington do not require the 
qualification of a foreign corporation which owns all or any part of the stock of 
a Washington corporation and conducts no activities in its own name in this 
State. Such a corporation is not doing business here. 

In Bankers Holding Corporation v. Maybury (161 Wash. 681, 297 Pac. 740). 
the Washington Supreme Court did issue a decision which had been considered 
as authority contrary to our opinion just stated. However, in State v. Northwest 
Magnesite (28 Wn. (2d) 1, 41, 42, 182 P. (2d) 643), the Court clearly limited any 
effect that case may now have by pointing out that the statute (Rem. Rev. Stat. 
3810) upon which it was based is now repealed and that it was limited to its 
peculiar factual situation. (In that case the owning and control of stock was 
the company’s principal purpose and it engaged in no other business (p. 5, 
Attorney General’s brief for respondent; 161 Wash. 681, Supreme Court No. 
22698). It is our conclusion that the Bankers Holding Co. case, supra, is no 
longer controlling. Indeed, we have examined other authorities in this regard 
and find that the case was in a minority of one at the time of decision (75 A. L. R 
1242, 1250), that it was the subject of critical comment at the time, 40 Yale Law 
Journal 1322, and that since its announcement no court, including the Washington 
Supreme Court, has cited the case as authority for the proposition which forms 
the holding of the case. 

Our opinion that proposed Senate bill 141 would have worked no material 
change in the law is borne out by numerous authorities including those collected 
in the note in 75 A. L. R. 1242, supra, 17 Fletcher, Corporations (S. 490), and par- 
ticularly the following: 

Cannon Manufacturing Co. v. Cudahy Packing Co. (267 U. 8S. 333) ; 
Conley v. Mathieson Alkali Works (190 U. 8. 406, 409, 411) : 
Peterson v. Chicago, Rock Island & Pac. Ry. (205 U. S. 364): 
Peoples Tobacco C., Lid. v. American Tobacco Co. (246 U. S. 79, 87). 

Although your question has been answered in the negative we advise that, 
should any specific case come to your attention which does not fall squarely 
within the principles stated herein, you refer the complete factual situation 
to our office for aid in your determination. 
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We are aware of the fact, and wish to call the same to your attention, that 
the interpretation of at least one present statute (sec. 10, ch. 42, Laws of 1933 ; 
Rem. Rev. Stat. Supp. 3243-1) involves the rule of the Bankers Holding Co. case. 
This law forbids domestic corporations or other corporations “doing business” 
here from holding in excess of a stated percentage of stock of local banks. 
Under the Bankers case, the owning and holding of stock would be “doing 
business.” Since the owning and holding of stock is not “doing business,” for- 
eign corporations not deing business here are not subject to the prohibition. 
We call this matter to your attention for your own reference. 

Yours very truly, 
Smitru Troy, Attorney General. 

Mr. Brown. How much stock do you own in General Motors ? 

Mr. Bererano. I would just have to guess. I would say maybe not 
more than 5,000 shares. 

Mr. Kinnurn. As you stated, this bill, it seems to me, is aimed at 
what might happen in holding companies, and if some bad influence 
got control of these banks, and siphoned off their deposits, took their 
deposits and loaned them to some other firm in which they are in- 
terested. 

I am not clear as to just what would happen to your voting permit. 
Now, you have to get a voting permit. Suppose you own 9) percent 
of that stock. That shows up on your books, and you apply to the 
Federal Reserve Board for a voting permit, and they say “No, you are 
not doing that right. We won’t give you a permit.” Then what 
happens ¢ 

Mr. Betcrano. Well, under the voting permit regulations, if you 
have one voting permit you have to agree to the same sort of an exam!- 
nation in all of your banks, so that it isn’t particularly necessary to 
have to have voting permits in all of the banks unless you choose to 
have them. 

Now, we do take a chance, if we want to be legal about that. That 
means that we can have a bank where we have no voting permit, and 
the directors, who own these small amounts of qualifying shares, can 
do what they please with that bank. 

Mr. Kitsurn. I mean if the Federal Reserve refuses you a voting 
permit, on any grounds on which they think you are misusing the 
setup, then you don’t control that bank any more ? 

Mr. Beicrano. That is correct, I cannot vote the stock of that bank. 
Yes, sir. 

Mrs. Grirvirus. Mr. Chairman, may I ask a question ? 

The Cuatrman. Mr. McDonough is recognized first. 

Mr. McDonoven. One of the things that I think I heard Mr. Bel- 
grano say was that they don’t permit any of their bank members, the 
banks that are owned by Transamerica, to loan money to any of their 
nonbanking interests, and I am curious to know if that is not now 
covered by Federal or State law, I think it would be a good thing to 
make it the law, so that it would be effective in all instances in order 
to prevent a cycle of controlling the economy in certain communities 
through certain interests. 

Another thing that I recall you saying, is that you don’t allow any. 
of your member banks to loan money to another member bank ? 

Mr. Bererano. That is right. 

Mr. McDonoveu. I don’t know whether that is the law of the State 
of California, or whether it is just a regulation or policy you put into 
effect yourself, but if that were put into law it would remove some of 
the evils of past practices. 
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The particular point I am trying to make is, if this is not the law, 
where a member bank of a holding company cannot loan money to a 
nonbanking interest that they own, that it probably should be the 
law. 

Mr. Hresranp. Will the gentleman yield ? 

Mr. McDonoveu. Yes, sir. 

Mr. Hrestanp. Is the reason that you do not loan to your wholly 
owned subsidiaries or partially owned subsidiaries because of law in 
any case, or is it simply because you feel it is good policy ? 

Mr. Beierano. The law allows loans under a qualified section, and 
you probably will remember that in the testimony of the Comptroller 
and the members of the Federal Reserve Board, it has worked very 
well, 

We have made a policy of prohibiting any loans whatsoever because 
we feel that we would probably be in hot water, by errors, conscientious 
errors, between these companies, and we just felt that each company 
is well capitalized, they can go to an outside bank, and if they can't 
get their accommodation in town they can go to New York or Chicago, 
and they can stand on their own feet, and if they can’t run a business 
and stand on their own feet we shouldn’t have anything to do with 
them, anyway. 

For instance, Allied Building Credits, they have open credits in 
banks all over the United States, and not one dime from a bank owned 
by Transamerica, of $2814 million. They could have more if they 
wanted it. They don’t need it. Why should I have one of our banks 
become involved even under the security law that they can borrow up 
to 6 percent ? 

We have other subsidiaries, I think General Metals today is in debt 
to their bank $5 million. They don’t have any trouble. They need the 
money so they borrow it. I don’t have to worry about it. They are not 
borrowing from me. We just think it is good business. We were de- 
lighted—I happened to be before the Senate committee when this 
Texas thing blew up. 

You can imagine I felt pretty good when I knew that none of my 
subsidiaries were lending money to—none of my banks were lending 
money to any of my subsidiaries, and none of my subsidiaries were sell- 
ing anything to any of my banks. 

Mr. McDonoveu. But that is just a policy of the company, and not 
the law. 

Mr. Beterano. Yes, sir, but I testified across the way that if there is 
any danger—and I stated today, why not prohibit for everybody and 
then we will get rid of the thing ? 

Mr. McDonoven. I would like to ask the clerk of the committee to 
obtain for the committee information as to whether that is the law in 
some States and which ones, and if there is no Federal law to prepare 
an amendment to this bill, or to prepare separate legislation to make it 
the law. 

(The information requested above is as follows :) 


SUMMARY OF STATUTES AFFECTING LOANS BY BANK HoupING CoMPANY SUBSIDI- 
ARIES TO EACH OTHER AND TO THEIR HOLDING COMPANY 


The following is a summary. compiled from surveys made by the Federal 
Reserve Board and the Federal Deposit Insurance Corporation, of the State 
statutes which prohibit or restrict lending by subsidiaries of holding companies, 
including bank subsidiaries, to each other or to their holding company. Not 
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included in the summary are (1) the prohibitions in most States against banks 
lending on the security of their own stock, (2) the general limitations of a certain 
percentage of capital and surplus on loans to any person or corporation, and (3) 
limitations in some States on loans to directors and officers or companies in which 
they are interested. 

Also included are the provisions of section 23A of the Federal Reserve Act 
(12 U. S. C. 371c) relating to loans by member banks of the Federal Reserve 
System to their affiliates, including holding company affiliates. 


ARKANSAS 
6 ARKANSAS STATUTES 1947 ANNOTATED 


$ 67-508. Determination of amount of loan to partnership and members or 
corporation and stockholders.—For the purposes of this act, the indebtedness 
of any unincorporated company, or copartnership shall be added to the indebted- 
ness of any individual member, or members, thereof; and provided further that 
the indebtedness of any corporation shall be added to the indebtedness of any 
stockholder owning fifty (50) percent or more of the stock of the said corporation, 
or who controls the same corporation in any other manner. 

§ 67-509. Stockholder in three or more banks prohibited from borrowing.—Any 
person or persons, and/or any company, copartnership, corporation or other 
legal entity in which such person or persons own or control a substantial interest, 
owning either singly or jointly an aggregate of fifty (50) percent or more of the 
capital stock of three (3) or more banks and/or trust companies, thus forming 
a chain or group of banks and/or trust companies, shall be, and are hereby 
prohibited from borrowing from, or becoming indebted to, such banks and/or 
trust companies, thus owned and controlled, in any amount or in any manner. 

§ 67-510. Exemptions with respect to reserve agents.—Nothing whatever con- 
tained in sections two and three (§§ 67-508, 67-509) of this act shall be con- 
strued so as to make it unlawful for any bank or trust company, acting as Reserve 
Agent, to loan to its customer bank or trust company, for which it is acting in good 
faith as such Reserve Agents, such sums as it may be legally entitled to under 
the provisions of this act. 

CALIFORNIA 


DEERING’S CALIFORNIA CODES 


Corporations code annotated ¥ 


Section 820. Directors and officers to exercise powers in good faith: Effect of 
common directorship and director’s personal interest: Common or interested 
directors as part of quorum.—Directors and officers shall exercise their powers 
in good faith, and with a view to the interests of the corporation. No contract 
or other transaction between a corporation and one or more of its directors, or 
between a corporation and any corporation, firm, or association in which one or 
more of its directors are directors or are financially interested, is either void or 
voidable because such director or directors are present at the meeting of the board 
of directors or a committee thereof which authorizes or approves the contract or 
transaction, or because his or their votes are counted for such purpose, if the 
circumstances specified in any of the following subdivisions exist: 

(a) The fact of the common directorship or financial interest is disclosed or 
known to the board of directors or committee and noted in the minutes, and the 
board or committee authorizes, approves, or ratifies the contract or transaction 
in good faith by a vote sufficient for the purpose without counting the vote or 
votes of such director or directors. 

(b) The fact of the common directorship or financial interest is disclosed or 
known to the shareholders, and they approve or ratify the contract or transac- 
tion in good faith by a majority vote or written consent of shareholders entitled 
to vote. 

(c) The contract or transaction is just and reasonable as to the corporation 
at the time it is authorized or approved. 

Common or interested directors may be counted in determining the presence 
of a quorum at a meeting of the board of directors or a committee thereof which 
authorizes, approves, or ratifies a contract or transaction. 

Section 823. Loans to or guarantees of obligations of directors or officers, or 
on security of corporate shares: Restrictions: Liability for unauthorized trans- 
actions: Rights of officer or director held liable: Application of section—(a) A 
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corporation shall not make any loan of money or property to or guarantee the 
obligation of (1) any director or officer of the corporation or any of its holding 
corporations or subsidiary corporations, directly or indirectly, or (2) any person, 
upon the security of the shares of the corporation or any of its holding corpora- 
tions or subsidiary corporations, except by the vote or written consent of the 
holders of two-thirds of the shares of all classes regardless of limitations on 
voting rights, other than the shares held by the benefited director, officer, or 
shareholder. 

(b) If a loan or guaranty is made in violation of subdivision (a), the directors 
or officers who authorize or assent to it are jointly and severally liable to the 
corporation as guarantors for the repayment or return of the sum or value loaned, 
with interest thereon at the rate of 6 percent a year until paid, or for any 
liability upon the guaranty. 

Any officer or director held liable under this subdivision who satisfies any such 
liability is entitled to contribution from any other officer or director who par- 
ticipates in authorizing, making, or allowing the loan or guaranty, and shall be 
subrogated to any and all rights of the corporation against the borrower or 
principal obligor. 

(c) The provisions of this section do not apply to banks, building and loan 
associations, industrial loan companies, or credit unions, or to loans permitted 
under any statute regulating any special class of corporations. 

* * x * + 


Financial code annotated—1953 supplement 


SecTION 7178.—Loans to corporations owned or controlled by directors, officers, 
or stockholders forbidden: Exception.—No [building and loan] association shall 
make any loan to any corporation of which a majority of the stock is owned or 
controlled individually or collectively by any one or more of the directors, officers, 
or majority stockholder of such association, except with the consent of the com- 
missioner. [Amended by Stats. 1953, ch. 640, sec. 1.] 


INDIANA 


5 BURNS INDIANA STATUTES ANNOTATED 


Section 18-1808. Limitations on loans to affiliates—Except as hereinafter 
otherwise provided, no bank or trust company shall (1) make any loan or ex- 
tension of credit to, or purchase securities under any repurchase agreement from, 
any of its affiliates; or (2) invest any of its funds in the capital stock, bonds, 
debentures, or other such obligations of any such affiliate; or (3) accept the 
capital stock, bonds, debentures, or other obligations of any such affiliate as 
collateral security for advances made to any person, firm or corporation, if, in 
the case of any such affiliate, the aggregate amount of the loans, extensions of 
credit, repurchase agreements, investments, and advances against such collateral 
security, will exceed ten (10) percent of the sound capital of such bank or trust 
company, or if, in the case of all such affiliates, the aggregate amount of the 
loans, extensions of credit, repurchase agreements, investments, and advances 
against such collateral security, will exceed twenty (20) percent of the sound 
capital of such bank or trust company. The provisions of this section and of 
section 234 [§ 18-1809] of this act shall not apply to any affiliate (1) engaged in 
holding the bank or trust company premises of the member bank or trust company 
with which it is affiliated, or (2) engaged solely in the business of an agricultural 
credit corporation, live stock loan company or joint stock land bank; or (3) 
engaged solely in conducting a safe deposit business; or (4) where the affiliate 
relationship has arisen out of a bona fide debt contracted prior to the date of 
the creation of such relationship; but as to any such affiliate, all banks and trust 
companies shall continue to be subject to other provisions of this act applicable 
to loans and investments by such banks or trust companies. 

Secrion 18-1809. Loans to affiliates—Collateral security.— Within the limita- 
tions prescribed in section 233 [§ 18-1808] of this act, each loan or extension of 
credit of any kind or character to any affiliate shall be secured by collateral, as 
in this section provided. Such collateral may be (1) in the form of stocks, bonds, 
debentures, or other such obligations, and, if so, the market value thereof at the 
time of making the loan or extension shall be at least twenty (20) percent more 
than the amount of the loan or extension of credit; (2) the obligation or obliga- 
tions of any state or of any political subdivision or agency thereof or of any 
municipality, and, if so, the market value of such obligations shall be at least 
ten (10) percent more than the amount of the loan or extension of credit secured 
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thereby; (3) the obligations of the United States, the federal intermediate credit 
banks, the federal home loan banks, the federal land banks, or such collateral 
may be notes, drafts, bills of exchange or bankers’ acceptances of the kind that 
are eligible for rediscount or for purchase by federal reserve banks, and, if so, 
the market value thereof shall be equal to the amount of the loan or extension 
of credit at the time such loan or extension of credit is made. A loan or extension 
of credit to a director, officer, clerk, or other employee or any representative 
of any such affiliate shall be deemed a loan to the affiliate to the extent that the 
proceeds of such loan are used for the benefit of, or transferred to, the affiliate. 

SecTion 18-1801. Holding company affiliate defined —The term “holding com- 
pany affiliate,” as used in this article, shall include any corporation, business 
trust, association, or other similar organization: 

(a) Which owns or controls, directly or indirectly, either a majority of the 
shares of the capital stock of a bank or trust company, or more than fifty (50) 
percent of the number of shares voted for the election of directors of such bank 
or trust company at the preceding election, or controls, in any manner, the elec- 
tion of a majority of the directors of such bank or trust company; or 

(b) For the benefit of whose shareholders or members all, or substantially 
all, the capital stock of a bank or trust company is held by trustees. 

SECTION 18-1807. “Affiliate” defined.—The term “affiliate,’ as used in this 
article, shall include holding company affiliates and any corporation, business 
trust, association, or other similar organization: 

(a) Of which a bank or trust company, directly or indirectly owns or controls 
either a majority of the voting shares or more than fifty (50) percent of the 
number of shares voted for the election of its directors, trustees, or other persons 
exercising similar functions, at the preceding election, or controls, in any manner, 
the election of a majority of its directors, trustees, or other persons exercising 
similar functions; or 

(b) Of which control is held, directly or indirectly, through stock ownership, or 
in any other manner, by the shareholders of a bank or trust company who own 
or control either a majority of the shares of such bank or trust company, or more 
than fifty (50) percent of the number of shares voted for the election of directors 
of such bank or trust company at the preceding election, or by trustees for the 
benefit of the shareholders of any such bank or trust company; or 

(c) Of which the members of its executive committee, its directors, trustees, 
or other persons exercising similar functions constitute a majority of the direc- 
tors of a bank or trust company. 


KANSAS 
GENERAL STATUTES OF KANSAS ANNOTATED, 1949 


Section 9-1720. Examination of fiduciaries and affiliated organizations.—If 
upon the examination of any bank or trust company the board shall deem it 
necessary, the commissioner hereby is authorized to make or have made by his 
assistant or examiners an examination of the fiduciary affairs of any officer or 
employee of any bank or trust company which officer or employee is serving in 
any fiduciary capacity; and upon similar determination by the board the com- 
missioner hereby is authorized to make or have made by his assistant or exam- 
iners an examination of any investment company or holding company or corpora- 
tion which is affiliated with any bank or trust company but only when such in- 
vestment company or holding company or corporation is indebted to such bank 
or trust company. 


* * * * * * * 


Section 9-701. (a) “Bank” shall mean a state bank incorporated under the 
laws of Kansas. 


Section 9-701. (b) “Trust company” shall mean a trust company incorporated 
under the laws of Kansas. 


MARYLAND 
1 ANNOTATED CODE OF MARYLAND 
ARTICLE 25. 


Section 58 (4) Directors and officers of a corporation who make, vote for 
or assent to the making of any loan to an officer, director or stockholder thereof, 
shall be jointly and severally liable to the corporation for the amount of such 
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joan until the repayment thereof; but this paragraph shall not apply to any build- 
ing or homestead association, or to any corporation whose princ.pal business is to 
loan money on real or personal property, or to any Corporation receiving and 
authorized to receive money on deposit or to any life insurance company with 
respect to loans upon its policies. 


MISSISSIPPI 
4 MISSISSIPPI CODE 1942 ANNOTATED 


5235. Chain banking prohibited.—No corporation shall be formed under the 
laws of this State, nor shall any foreign corporation be admitted to do business 
in this State, if, in any such instance any object, purpose, or power of such 
corporation be directly or indirectly, the organization, ownership or operation of 
banks in groups or chains, or in systems commonly referred to as group banking 
systems or chain banking systems. If the State Comptroller shall at any time 
discover that any bank in this State is operating as a member of any group bank- 
ing system or chain banking system whether such system shall be owned by a 
corporation or an individual, individuals or association of individuals, or any 
combination of such owners, he shall immediately bring suit in the chancery 
court for an injunction preventing such bank from operating in this State; and, 
if the evidence shows such operation a permanent injunction shall issue. 


MISSOURI 
17 VERNON’S ANNOTATED MISSOURI STATUTES 


351.165. Note or obligation not to be considered payment for shares—corpora- 
tion shall not lend money to shareholder.—No note or obligation given by any 
shareholder, whether secured by deed of trust, mortgage or otherwise, shall be 
considered as payment of any part of any share or shares, and no loan of money 
shall be made by the corporation to any shareholder therein; and if such loan 
shall be made to a shareholder, the officers making it, or who shall assent there- 
to, shall be jointly and severally liable to the corporation for the repayment of 
such loan and interest. 
MONTANA 


2 REVISED CODES MONTANA 1947 ANNOTATED 


15-607. (5958) Loan to stockholders.—No loan of money shall be made by any 
corporation to any stockholder therein, and if such loan be made to a stockholder, 
the officer who shall make it, or who shall assent thereto, shall be jointly and 
severally liable, to the extent of such loan and interest, for all the debts of the 
corporation contracted before the repayment of the sum loaned. 


NEW JERSEY 
14 NEW JERSEY STATUTES ANNOTATED 


14:8-10. Loans to stockholders and officers prohibited—No corporation shall 
loan money to a stockholder or officer thereof. If any such loan be made the 
officers who make it, or assent thereto, shall be jointly and severally liable, to 
the extent of such loan and interest, for all the debts of the corporation until 
the repayment of the sum so loaned. 


NEw YORK 
4 M’KINNEY’S CONSOLIDATED LAWS OF NEW YORK ANNOTATED, PART 1 


§ 103. Restrictions on loans, purchases of securities and total liabilities to 
bank or trust company of any one person.—No bank or trust company shall: 

9. Directly or indirectly (1) make any loan or any extension of credit to, or 
purchase securities under repurchase agreement from, any affiliated securities 
corporation, or (2) invest any of its funds in the capital stock, bonds, debentures, 
or other such obligations of any such affiliated corporation, or (3) accept the 
capital stock, bonds, debentures, or other such obligations of any such affiliated 
corporation as collateral security for advances made to any person, partnership. 
‘association, er corporation, if, in the case of any one such affiliated corporation 
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the aggregate amount of such loans, extensions of credit, repurchase agreements, 
investments and advances against such collateral security will exceed ten per 
centum of the capital stock, surplus fund and undivided profits of such bank or 
trust company, or if, in the case of all such affiliated corporations, the aggre- 
gate amount of such loans, extensions of credit, repurchase agreements, invest- 
ments and advances against such collateral security will exceed twenty per 
centum of the capital stock, surplus fund and undivided profits of such bank 
or trust company. 

Within the foregoing limitations, each loan or extension of credit of any kind 
or character to any such affiliated corporation shall be secured by collateral in the 
form of stocks, bonds, debentures, or other such obligations having a market 
value at the time of making the loan or extension of credit of at least twenty 
per centum more than the amount of the loan or extension of credit, or of at 
least ten per centum more than the amount of the loan or extension of credit if 
it is secured by obligations of any state or of any political subdivision or agency 
thereof; provided, that the provisions of this paragraph shall not apply to loans 
or extensions of credit secured by obligations of the United States government, 
the state of New York, any political subdivision or agency of the state of New 
York, the federal intermediate credit banks, the federal land banks, the federal 
home loan banks, or the Home Owners’ Loan Corporation, or by such notes, 
drafts, bills of exchange, or bankers’ acceptances as are eligible for rediscount or 
for purchase by federal reserve banks. A loan or extension of credit to a director, 
officer, clerk, or other employee or any representative of any such affiliated cor- 
poration shall be deemed a loan to such affiliated corporation to the extent that 
the proceeds of such loan are used for the benefit of, or transferred to, such 
affiliated corporation. 

The term “affiliated securities corporation” as used in this subdivision shall 
mean any corporation defined in succeeding paragraphs (a), (b), (c), (d) and 
(e), which is organized and existing principally for the purpose of purchasing 
and selling stocks, bonds, debentures, real estate or real estate mortgages or for 
the purpose of holding title to any such properties; provided, that this subdivi- 
sion shall not apply to any corporation existing for the sole purpose of holding 
title to and/or operating the premises or other real estate of the bank or trust 
company or to any corporation, the stock of which is expressly authorized to 
be held by a bank or trust company subject to the provisions of this article: 

(a) Any corporation of which a bank or trust company directly or indirectly 
owns or controls, other than as a bona fide trustee, either a majority of the voting 
shares or more than fifty per centum of the number of shares voted for the elec- 
tion of its directors at the last preceding election, or controls in any manner, other 
than as a bona fide trustee, the election of a majority of its directors; or 

(b) Any corporation of which control is held, directly or indirectly, through 
stock ownership or in any other manner, by the shareholders of such bank or 
trust company who own or control either a majority of the shares of such bank 
or trust company or more than fifty per centum of the number of shares voted 
for the election of directors of such bank or trust company at the last preceding 
election, or by trustees for the benefit of the shareholders of any such bank or 
trust company; or 

(c) Any corporation a majority of the directors of which are directors of 
any such bank or trust company; or 

(d) Any corporation which owns or controls, directly or indirectly, either a 
majority of the shares of capital stock of such bank or trust company or more 
than fifty per centum of the number of shares voted for the election of directors 
of such bank or trust company at the last preceding election, or controls in any 
manner the election of the majority of the directors of any such bank or trust 
company ; or 

(e) Any corporation for the benefit of shareholders of which all or substan- 
tially all the capital stock of such bank or trust company is held by trustees. 

No bank or trust company shall be affiliated in any manner described in para- 
graphs (a), (b) and (c) of this subdivision with any corporation, association, 
business trust, or similar organization engaged principally in the issue, flotation, 
underwriting, public sale, or distribution at wholesale or retail or through syndi- 
cate participation of stocks, bonds, debentures, notes or other securities. 

None of the provisions of this subdivision shall apply to any corporation al! 
of the capital stock of which is owned by not less than twenty savings banks of 
this state. 
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NortTH CAROLINA 
2B GENERAL STATUTES OF NORTH CAROLINA 


5D-D1. Loans to stockholders.—No loan of money may be made to a stockholder 
or officer of a corporation, and if any is made, the officers who made it or 
assented thereto are jointly and severally liable, to the extent of such loan and 
interest, for all the debts of the corporation until the repayment of the sum 
loaned, 
OHIO 


PAGE’S OHIO REVISED CODE ANNOTATED 


1702.29. Loans to officers, directors, or shareholders.—No officer or director 
of a corporation, other than a building and loan association or a company engaged 
in banking, shall either directly or indirectly, with or without security, authorize, 
consent to, make, or allow any loan or advance to, or overdraft or withdrawal 
by, an officer, director, or shareholder of such corporation out of its funds other- 
wise than in the usual course of the business of the corporation and on the 
usual terms of payment and security. 

Any officer or director of a corporation who knowingly violates this section 
is liable to the corporation for the amount of the loan, advance, overdraft, or 
withdrawal, together with interest at six percent per annum, until such amount 
has been paid. Any officer or director against whom a claim is asserted under 
this section, or who is held liable under this section, is entitled to contribution 
from any other officer or director who has participated in authorizing, consent- 
ing to, making, or allowing any such loan, advance, overdraft, or withdrawal. 


OREGON 
5 OREGON REVISED STATUTES (1953) 


Section 715.010. Definitions.—As used in this chapter: (1) “Bank” means 
any national banking association, or any state bank or trust company, which 
is under the supervision or control of the Superintendent of Banks of the 
State of Oregon. 

(2) “Commissioner” means the State Corporation Commissioner. 

(3) “Control” of a bank, corporation, or association by a corporation occurs 
when the corporation owns, holds, controls, by itself or in agreement with others, 
or has an option for the purchase of a majority of the voting stock of any such 
bank, corporation or association. 

SECTION 715.020. Restrictions on powers of controlling corporation.—Any cor- 
poration, organized in this state, or licensed to do business herein, which con- 
trols any bank, is subject to the following restrictions: 

(1) It shall not borrow money or otherwise secure credit, directly or indirectly, 
from such bank, unless the loan or credit is adequately secured by collateral other 
than stock or evidences of indebtedness of any corporation which it controls. 
Loans made by any such bank to any person, corporation or combination of 
individuals for the benefit of the controlling corporation shall be construed: as 
loans made directly to that corporation. 

2) It shall not sell any stock, securities or other evidences of indebtedness 
of any other corporation which it controls to or through such bank. It shall 
not use such bank as an agent for the purpose of selling or otherwise disposing 
of such stock, securities or other evidences of indebtedness without having first 
obtained from the commissioner a permit to-do so. 


PENNSYLVANIA 


PURDON’S PENNSYLVANIA STATUTES ANNOTATED, TITLE 71 


733-402. Examination of corporations or persons affiliated with institutions.— 
The Department of Banking shall have the power to supervise, regulate, limit, 
or prohibit the activities of corporations or persons affiliated with institutions 
to the same extent as such activities of corporations or persons affiliated with 
national banking associations, or with members of a Federal Reserve Bank, are, 
or shall be, supervised, regulated, limited, or prohibited by general law, or by 
regulations issued by any Federal authority pursuant to law. 

B. For the purpose of determining the condition of, and obtaining full informa- 
tion about, an institution, the department may examine and investigate the 
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property, assets, books, papers, and affairs of any corporation or person affiliated 
with such institution. A corporation or person shall be deemed to be affiliated 
with an institution for the purposes of this section if- 

(1) Itis owned directly or indirectly by such institution ; or 

(2) It owns directly or indirectly such institution ; or 

(3) It is owned directly or indirectly by the same person or corporation which 
owns directly or indirectly such institution ; or 

(4) The election of a majority of its board of directors is controlled directly 
or indirectly by any instrumentality, agency, or arrangement that controls directly 
or indirectly the election of a majority of the board of directors of sueh institution : 
or 

(5) A majority of its directors are also directors of such institution; or 

(6) Members of its board of directors constitute a majority of the board of 
directors of such institution ; or 

(7) Substantially all of its principal executive officers constitute a majority 
of the board of directors of any such institution, or comprise all or substantially 
all of the executive officers of any such institution ; or 

(8) Its board of directors is composed of executive officers of any such institu- 
tion ; er 

(9) It dominates or controls, in whole or in part, the business or policy of such 
institution, either by contract or otherwise. 

Provided, however, that the department shall not have power to examine any 
corporation or person as an affiliated corporation or person under this section, 
unless—(1) it either directly or indirectly owns or is owned by an institution; or 
(2) the institution within the preceding two-year period had investments in, or 
outstanding loans secured, in whole or in part, by shares of stock or securities of, 
such corporation or person, which have no readily ascertainable market value. 

For the purposes of this section, the ownership of more than fifty per centum 
of the total number of shares, voted upon at the last meeting of the shareholders 
of a corporation for the election of its directors, shall be deemed to be ownership 
of such corporation. 

Shares of stock, held in the name of a nominee of any corporation, for the 
benefit of such corporation, shall be deemed to be shares owned or controlled 
by the corporation. 

SoutH DAKOTA 


SOUTH DAKOTA CODE OF 1939 


11.0805. Articles state purposes of corporation; funds can be used only for 
same ; loans to stockholders forbidden; liability officers’ violations.—The purpose 
for which every corporation for profit shall be formed must be distinctly and 
definitely specified in the articles of incorporation, and it must not appropriate 
its funds to any other purpose nor must it loan, except as otherwise specifically 
provided, any of its money to any stockholder therein. If any such loan or 
misappropriation be made, the officers who shall make it or who shall assent 
thereto shall be jointly and severally liable to the extent of such ioan or -mis- 
appropriation and interest for all the debts of the corporation contracted before 
the repayment of the sum so loaned or misappropriated. 

on * * * * He 

§ 6.0428, as amended: 

6.0428. * * * 

* * * The total liabilities of stockholders who individually each own more 
than two percent of the capital stock of any bank, including all liabilities of any 
partnership or corporation in which the active officers and directors of any bank 
own an interest of twenty percent or more in the aggregate, shall not exceed 
fifty percent of the paid-up capital of such bank. 

* * > * * * oa 


* * * It shall he the duty of the officers of a bank to report to the Super- 
intendent all loans made to the stockholders of the bank, to any corporation 
in which any stockholder of the bank may own more than two percent of the 
eapital stock, or to any partnership in which any stockholder of a bank may 
have an interest, whenever the aggregate of all such loans exceeds fifty percent 
of the capital stock of such bank. 
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VERMONT STATUTES (1947) 


Section 5791. Holding companies prohibited.—A corporation shall not be per- 
mitted to acquire or hold stock in other corporations to such an extent that its 
primary business is the holding of such stock. A violation of this provision shall 
be cause for dissolution of the corporation under the provisions of section 5829. 


WASHINGTON 
REVISED CODE OF WASHINGTON 


30.04.230. Holding corporations—Restrictions—Penalty.—A corporation or 
association organized under the laws of this state, or licensed to transact busi- 
ness in the state, shall not hereafter acquire any shares of stock of any bank, 
trust company or national banking association which, in the aggregate, enable 
it to own, hold or control more than twenty-five percent of the capital stock of 
such bank, trust Company or national banking association: Provided, however, 
That the foregoing restriction shall not apply as to any legal commitments exist- 
ing on February 27, 1933. 

A person who does, or conspires with another or others in doing, an act in 
violation of this section shall be guilty of a gross misdemeanor. A corporation 
that violates this section, or a corporation whose stock is acquired in violation 
hereof, shall forfeit its charter if it be a domestic corporation, or its license to 
transact business if it be a foreign corporation; and the forfeiture shall be en- 
forced in an action by the state brought by the attorney general. 


WISCONSIN 
WISCONSIN STATUTES 1953 


221.56. Stock control of bank or trust company by other corporation. 

(1) Any domestic corporation, investment trust, or other form of trust which 
shall own, hold or in any manner control a majority of the stock in a state bank 
or trust Company shall be deemed to be engaged in the business of banking and 
shall be subject to the supervision of the state banking department. It shall file 
reports of its financial condition when called for by the commissioner of banks, 
und the commissioner may order an examination of its condition and solvency 
whenever in his opinion such examination is required, and the cost of such ex- 
amination shall be paid by such corporation or association. Whenever in the 
opinion of the commissioner the condition of such corporation or association shall 
be such as to endanger the safety of the deposits in any bank or trust company 
which is owned or in any manner controlled by such corporation, or the opera- 
tion of such corporation, association or trust shall be carried on in such manner 
as to endanger the safety of such bank or trust company or its depositors, the 
commissioner may order such corporation or trust to remedy such condition or 
policy within 90 days and if such order be not complied with, the commissioner 
shall have power to fully direct the operation of such banks or trust companies 
until such order be complied with, and may withhold all dividends from such cor- 
poration or trust during the period in which the commissioner may exercise such 
authority. 

(2) The provisions of subsection (1) shall apply to any foreign corporation, 
association, investment trust, or other form of trust which shall be authorized 
to do business in Wisconsin. 


Mr. McDonoven. Now, I just wanted to ask you another question. 

Are there any other holding companies in the State of California, 
besides yours ? 

Mr. Berarano. I don’t think of any. I want to qualify this, there 
may be a small one. I don’t recall any bank holding companies in the 
State of California. I think there was a list here. The Federal 
Reserve had a list in their statement the other day and I will see if I 
can find it. 

[ don’t want to take the time of the committee, but—— 

Mr. McDonover. Well, there are, however, other banking corpo- 
rations that have more branches than you have. 
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Mr. Bexerano. Yes, sir. Now, part of this was handed to you by 
the Federal Reserve, and it says: 


Bank holding companies under 50 percent measure of contro]l— 


and under Transamerica it says 11 percent. There isn’t any break- 
down that I see, readily, so evidently there are some more. 

Mr. McDonovuen. Well, there are other banking corporations in the 
State of California that have many more branches than you have. 

Mr. Betcrano. Yes, sir. 

Mr. McDonoveu. And insofar as all of the other banking corpora- 
tions of the State of California, we will say, or in the five States in 
which you operate, the total assets of all the other bank corporations 
is greater than yours. 

Mr. Beterano. Yes, sir. 

The CHarman. Mrs. Griffiths? 

Mrs. Grirrirus. You testified that one of your companies does not 
lend money to another. One bank doesn’t lend money to another, and 
the bank doesn’t lend to any of your businesses. 

Mr. Betcrano. That is correct. 

Mrs. Grirrirus. But you also testified that you are putting $9 
million into an Oregon bank, did you not ? 

Mr. Beterano. A San Francisco bank. 

Mrs. Grirrirus. Into a San Francisco bank. 

Mr. Beterano. Yes, sir. 

Mrs. Grirrirus. Where are you getting that money ? 

- Mr. Bexcrano. Moneys that are in the corporation of Transamerica 
orp. 

Mrs. Grirrirus. By sale of stock or by profit from other ventures? 

Mr. Bexterano. The First Western Bank & Trust Co. has outstand- 
ing today 1,800,000 shares of common stock. The stockholders met on 
the 28th day of February, last Monday, and authorized the issuance of 
300.000 additional shares of stock. 

We have given the bank a letter that we will subscribe to our share 
of the 300,000 shares of stock. The stock will be sold for $40. 

Mrs. GrirrrrHs. You mean the bank in San Francisco is going to 
sell the stock? 

Mr. Beicrano. Yes, madam. 

Mrs. Grirrirus. But you got your money, the holding company got 
its money from the profits of other businesses. 

Mr. Bererano. Well, originally, from the sale of our capital stock. 

Mrs. GrirrirHs. So as a matter of fact, you don’t have to have your 
concerns borrow from each other, because you take in the profits and 
you can transfer the money from one place to another, but it doesn’t 
really go directly from the books of one to another affiliate, isn’t that 
right? 

ie. Beierano. No, that isn’t quite right. For instance, we have to 
start someplace, and the first place is that Transamerica issued stock 
and got money for it. Then it made investments. 

Now, Transamerica receives dividends from all of these compa- 
nies, and all those dividends go into the sack, and then we pay divi- 
dends to our people. 

Mrs. GrirFirus. That is right. 

Mr. Beterano. Then there is something left over. 

Mrs. Grirrirus. That is right. 
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Mr. Bexcrano. So, if you are suggesting that we take some of these 
dividends, say, that we receive from Occidental, yes, sir, it may have 
gone into the purchase of stock in one of our banks. 

Mrs. GrirFirHs. So actually, you don’t have to lend money from one 
concern to another, because you are there as an intermediary. You are 
taking their money and putting it in another but it doesn’t have to go 
through the books. - 

Mr. Beterano. We are not taking their money; we are receiving our 
share of dividends, which were paid. 

Mr. Kirgurn. On that point, of course a stockholder, which they are, 
is in an entirely different position than an owner. 

Mr. Beterano. That is right. 

Mrs. GrirFirus. In these States in which you do business, there are 
also branch banking concerns, are there not ? 

Mr. Beterano. Yes, sir, branch banking is permitted in each of the 
five States. 

Mrs. GrirFirus. And in each one of those States, those branch banks 
are subject to all the laws of banking, are they not ? 

Mr. Beterano. Yes, sir, they are. 

Mrs. GrirFirHs. You, as a holding company, there must be some- 
thing that benefits you personally or you wouldn’t be doing business— 
not you, personally—there must be some benefits to be derived from 
doing business as a holding company, and one of those benefits is that 
for all practical purposes you have all the privileges of a bank, but 
actually, you have none of the restrictions, do you? The holding 
company is not restrained by any banking laws, is it ? 

Mr. Beterano. No, because we are not a bank. 

Mrs. Grirritus. That is right. 

But when you own more than 50 percent of the stock of the bank, 
then you are a bank, are you not ? 

Mr. Beuerano. No. 

Mrs. GrirFirHs. The holding company isn’t, but you own the stock 
of the bank, and so you do business as a bank, with all the privileges. 

Mr. Betcrano. Not any more than if an individual owned 50 percent 
of thestock. Is the individual a bank? 

Mrs. GrirFirus. Well, for all practical purposes, he is obligated to 
act under the restrictions of the banking laws, as the bank, is he not ? 

Mr. Bererano. Well, the bank as a separate identity must conduct 
its affairs under the laws of the State, and the national laws, if it is 
a national bank, and of course, we see to it that they do, of course. 

Mrs. Grirrirus. All right. Now, if you went into a State, and into 
a smal] town, say, of 5,000 people, and there are 2 banks, and you buy 
the controlling stock in 1 bank. on that day your competitor, whether 
it be a branch bank or any other type of bank, is not sitting in the 
same competitive situation that you are, is it? 

Mr. Brterano. I would think so, yes, sir. 

Mis, Grirrirus. Well, it can’t own any other kind of business, 
can it! 

Mr. Bercrano. What difference would that make to the bank? 

Mrs. GrirrirnHs. Well, because you act in one spot as a bank, and 
out here as a holding company. The advantage to you of being a hold- 
ing company is that you can do business and have the privileges of 


a ca i but you are not restrained by those restrictions of a bank, 
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Mr. Bererano. No, because we are not a bank, and we can’t be a 
bank, if we owned all the stock in all the banks of America, we can’t 
be a bank. 

Mrs, Grirrirus. But when you are sitting and voting the stock, 
you are the bank, aren’t you? 

Mr. Beterano. No, we are not the bank. 

We are still a general corporation with no powers that any bank has. 

Mrs. Grirrirus. Now, I would like to ask you also, where do you 
do business as a holding company? Do you do business in each of 
these States or only in California? 

Mr. Bevcrano. Do you mean where our head office is? 

Mrs. Grirriryus. As a holding company ? 

Mr. Beierano. Our office is in San Francisco. That is the only 
office. 

Mrs. Grirrirus. For the service of process you can be reached only 
in California? 

Mr. Beterano. Also Delaware. I don’t think of any other State. 

Mrs. Grirrirus. But at least that is one happy result of being a 
holding company, is it not ? 

Mr. Betcrano. Why? 

Mrs. Grirrirus. Because you are not subject to the laws of the 
States in which you actually held large interests as a holding company. 

Mr. Beterano. What does that do to the conduct of the business ? 

Mrs. Grirrirus. For you, nothing, because you have testified and 
everybody assumes, that you have done a good job. But for many 
people, it is an admirable asset, right ? 

Mr. Bererano. We think all of our assets are good, including the 
smallest company we have. 

Mrs. Grreriras. Including the fact that the holding company is not 
reached by the same laws. 

Now, I would like to ask you, you objected to the fact that you 
would have to divest yourself of your nonbanking business or of your 
banking business, if this law becomes the law. As a matter of fact, 
you did divest yourself of the Bank of America, didn’t you? 

Mr. Breterano. Yes, sir. 

Mrs. Grirrrrus. And didn’t you suffer some tax loss? I mean, you 
were subject to the tax laws of the country, on that divestment, weren't 
you? 

Mr. Brererano. I don’t know that we were subject to the tax laws. 
Those shares that were distributed as a dividend to our stockholders, 
I think all of those matters have been cleared up and there was no tax 
whatsoever. 

When we sold the balance of the shares, in 1952, of Bank of Amer- 
ica, I think that the profit to Transamerica and its subsidiaries was 
about $20 million. So we paid the tax on that. 

Mrs. Grirrirus. Well, under this, you won’t have to pay; so you 
did something voluntarily and had to pay some taxes. Under this 
law, you won’t. 

Mr. Bererano. Doing this voluntary act we knew when doing it 
that we weren’t going to cut off our left arm and bleed to death. ' 

The passage of this law does just that. That is what happens 
with us. 

Mrs. Grirrirus. Well, didn’t you do it voluntarily then, in the hope 
that you would not have to cut off your left arm? . 
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Mr. Beterano. Iam not sosure of that. 

It seemed interesting to us to build these banks in these other 
States, in this whole economic area, to see if, when the day came, 
maybe we could render a greater service to that area, which is, if you 
don’t mind me reminding you, the fastest growing area in the country, 
and which will continue to grow. 

Mrs. Grirrirus. If you went broke, if your holding company went 
broke, wouldn’t it be a devastating thing to the whole West? 

Mr. Bextcrano. Well, No. 1, the company can’t go, broke. I think 
I should take that position. If you take the one you have made, I 
think not. I think it would be devastating to the 115,000 stockholders 
scattered throughout the United States. Every one of them would 
suffer a loss. . 

As far as the banks are concerned, which is the bill under discussion, 
being well capitalized, and being kept in good shape by the examiners 
of the regulatory staffs, plus this additional reserve which we are com- 
pelled to keep because we are a bank holding company, I can’t see any- 
thing that would happen, with Transamerica going out of business, 
except the independent bankers having a picnic and being happy about 
it. That is all I can see. 

Mr. O'Hara. Mr. Chairman 

Mr. Brown. Excuse me, Mr. Ashley has a question. 

Mr. Asntry. Mr. Belgrano, I would like to say at the outset how 
tremendously impressed I have been by your testimony, both yours 
and Mr. Bush’s, which was given earlier in the day. 

In your prepared statement, sir, you said on page 11: 

We have a clean bill of health and that should put all these monopoly charges 
to rest, once and for all. 





Mr. Beiarano. Yes, sir. 

Mr. Asuxey. In the following paragraph, you stated : 

Nationwide bank holding companies as a group account for only 4.17 percent 
of the offices, and only 5.87 percent of the deposits. 

Mr. Bererano. Yes, sir. 

Mr. Asuiry. That is, I presume, as of last month, or something 
of that sort. 

Mr. Bexerano. I took that from the pamphlet handed to us by 
the Federal Reserve, and I think it is dated December 31. : 

Mr. Asuiery. Yes, sir. I wonder what your opinion on this would 
be. At what point, percentagewise, would the deposits of the 18 bank 
holding companies, or whatever they are, constitute a monopoly of 
credit or of depository services? Obviously, it is your position that 
5.87 percent of the deposits held by the holding companies at the 
present time, do not constitute a monopoly of depository services, but 
I wonder at what point, in your opinion, such a monopoly would be 
created. 

Mr. Bererano. I would like to answer that, Mr. Ashley, and I 
would if I could. I don’t think I can name a precentage, and in this 
statement that I made about these charges being put to rest once and 
for all, I, of course, was talking about the charges that have been 
made against us since 1928, and which are out of the way now with 
this recent decision. | 
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I am not suggesting that 10 years from now we shouldn’t be rein- 
vestigated. I think we should live under the laws continuously and be 
certain that we do not become harmful. 

Mr. Asuuery. Certainly germane to such an investigation would be 
this very table, showing the growth of your company ? 

Mr. Bererano. That is right. 

Mr. Asutey. Just one final thing, sir. 

Following Mrs. Griffiths’ hypothetical question about the town hav- 
ing two small banking concerns, in one of which you acquire the 
capital stock. You state, sir, that in your opinion, following that 
transaction, the two banks, if they had been in a relatively competitive 
position prior to the transaction, would be in the same competitive 
position following the transaction ? : 

Mr. Beterano. Yes, sir, I not only believe that myself, but the 
testimony of the independent bankers, I think, will substantiate this 
fact. 

I recall an old friend from North Carolina, in the hearings before 
the Senate, boastfully saying that : 

We could compete very well against these bank holding companies. We can 
do a better job because we are hometown boys and the people like us. 

I think there is room for independent banks. I don’t think any 
legislation should ever be passed that would be harmful to them, or 
eliminate them. There is always room for the hometown bank where 
the customers want to go in and talk to the president directly, and 
who have customers whose wants are not large, they don’t need the 
services of a big bank. 

My experience has been that the minute we go into a town we seem 
to encourage the independent banker to become anxious to compete 
with the services that we render. 

Mr. Asuiry. I am not speaking so much of the services as I am 
of the competitive position with reference to the assets behind the 
bank. And it is perfectly natural that a question should arise in any- 
one’s mind concerning the resources behind the bank which have been 
acquired through a transaction such as this. 

It would seem to me that, certainly in line with the services which 
I am sure that you are sincerely interested in, there would follow 
this transaction the ability to give these increased services, and there- 
by, there would accrue, it would appear, some sort of competitive 
advantage over the other bank in this hypothetical town, since the 
bank is somewhat restricted, certainly, in its resources and in the 
possibility of securing the backing that this other bank has. 

Mr. Beterano. I would like to remind you, Mr. Ashley, that that 
advantage has disappeared greatly since the advent of the Federal 
Deposit Insurance Corporation. 

I think in the old days, before that class of insurance on deposits 
existed, that there may have been quite an advantage but today, the 
little bank has the same insurance as the big bank, and I would dare- 
say that in most of these communities, whether people do business 
with a big bank or little bank, they spread their money around to take 
advantage of that $10,000 guaranty insurance of the FDIC. 

If an independent bank is run by an energetic person, as my good 
friend Harry Harding runs his bank in Pleasonton—I think he 
will tell you that holding-company banks don’t bother him because 
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he knows what he is doing, and he will take care of a big loan, and 
see to it that a correspondent bank takes whatever he can’t handle and 
that the customer gets the same service that he would get from a 
branch bank of ours, that we would handle by ourselves because of 
our larger capacity. 

Mr. Resi. What about, sir, this injection of $12 million into the 
bank in San Francisco, for example? ‘That is, of course, a very clear 
illustration of the sort of thing that I mean. One of the banks, in 
the same block, as you stated, simply might not have that available 
to them. 

Mr. Beterano. They would have to go to underwriters, and they 
would have to pay a fee to have those underwriters sell the required 
stock to meet the requirements for additional capital. 

Mr. Asuiey. And to that extent there would be, then, a competitive 
advantage. 

Mr. Bererano. There is the advantage to the bank in this respect: 
A good bank can gain $12 million as easily as our bank can by us 
handing it to them. The difference would be the underwriting cost 
of developing that $12 million. 

Mr. Asutey. Yes. 

Mr. Beterano. Now, in the market, that could be 25 cents a share, 
40 cents a share, whatever the market might demand in putting that 
stock out. So that it would cost that bank, or all of the stockholders 
of that bank, whatever that fee might be, which our particular bank 
is not being called upon to pay. Transamerica standing by, at no cost 
at all, and, of course, the minority stockholders, who in this case are 


about 25 percent, gain by our activities along those lines. 

Mr. Asutey. Yes,sir. Thank you very much. 

Mr. Beterano. Yes, sir. 

Mr. Brown. Mr. O’Hara. 

= O’Hara. On page 11 of your statement, Mr. Belgrano, you refer 
to the— 


fixed ideas and prejudices of the proponents of this bill. 


By using that unhappy phrase did you intend to include the distin- 
guished chairman of this committee whose bill it is? 

Mr. Berterano. Mr. O’Hara, of course not. I intended to include 
some of the witnesses who have appeared before this committee, and 
who have been appearing before the committees of Congress for a 
great many years, and who develop these phrases that Transamerica 
is on the march again. Those are the people to whom I referred. 

Mr. O’Hara. I was sure that you so intended, but I did want to 
clarify it in the record. 

Mr. Bererano. I am indebted to you, Mr. O’Hara, for helping me 
clear it up, because that is not what I intended. 

Mr. O’Hara. I think we all may have fixed ideas, ideas which are 
a part of our national heritage, such as ideas on patriotism. They are 
all fixed ideas. One of the fixed ideas that most Americans accept is 
that we should have a free economy, and that competition should 
operate without any undue restrictions. 

Mr. Brterano. I believe in them. 

Mr. O'Hara. Of course. We all do. 

_ I am interested in the insurance company you own. It is a large 
insurance company, I think I heard you say. 
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Mr. Bexterano. The life insurance company is a large insurance 
company. It has $5,250 million of life insurance in force. 

Mr. O’Hara. And, of course, has large sums of money to invest, 
necessarily. 

Mr. Beierano. Yes, sir; and it holds somewhat of a record, per- 
centagewise. It is credited with having more money invested in home 
loans than most insurance companies. 

Mr. O’Hara. And I presume some of the investments are in corpo- 
rations, necessarily ? 

Mr. Beicrano, They hold preferred and common stocks in many, 
many corporations throughout the United States. They own Govern- 
ment bonds. And the rest of their portfolio—l think their portfolio 
this year, and I have not their statement and will not have until about 
the end of March—should show better than $200 million in home loans. 

Mr. O’Hara. I remember just before the crash in the 30s that one 
of the largest insurance companies listed its investments, and the in- 
vestments were in municipal bonds and other securities covering a 
wide range. Some of the investments had gone to railroads. The 
charge was made, I believe, that the investments of insurance money 
had been made with the motivation of getting control of the railroads. 
All of that has been changed, has it? 

Mr. Bererano. Yes, sir. As a matter of fact, the supervisory 
authorities today not only criticize investments of too large blocks in 
any concern, but they also appraise the value of those stocks and 
bonds, and a company today, which differs from the old days, is com- 
pelled to accept the insurance department’s appraisal, or the conven- 
tion of insurance commissioners’ appraisals on all of their securities. 

This gives the insurance department the advantage of marking 
down a security, and having the company show it on its books at its 
true value rather than maybe its market value which may be quite 
beyond its fair value. 

Mr. O'Hara. Transamerica controls the insurance company ? 

Mr. Beterano. Yes, sir. 

Mr. O'Hara. Is it complete control ? 

Mr. Bererano. In the case of Occidental Insurance Co., it owns all 
of the stock except the qualifying shares; yes, sir. 

Mr. O’Hara. Corporations in which the insurance company has in- 
vestments must have banking connections for their credit; is that 
correct ? 

Mr. Bererano. In some of the nonbanking companies. An insur- 
ance company, as such, a life insurance company, does not make nor- 
mal use of bank credit, as, of course, you know, so I doubt very much 
whether Occidental has even taken the trouble to establish lines of 
credit. The funds of a company of that size, the big problem is to 
try to invest the funds that come in daily because they accumulate so 
quickly. 

Mr. O’Hara. I think you perceive the point that I am trying to 
arrive at. Insurance money invested in the securities of corporations, 
and these corporations have a relationship with banks, which includes 
the maintenance of lines of credit. Transamerica controlling both the 
insurance company and the affiliate banks, could any advantage come 
to either the banks or the insurance company because of that relation- 
ship ? 
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Mr. Betcrano. No, I don’t see any particular advantage. You see 
this company does business in 47 States and the District of Columbia. 
I don’t think my testimony shows that they do business in Canada, 
Hawaii, and the Philippine Islands, which they do. 

Obviously, we haven’t any banks that we control outside of the 
Western States, so that as they do business in every State they have to 
open an account, a petty cash account and a premium account, in banks 
all over the United States, and they usually open the account where- 
ever the general agent or the branch manager does business, some bank 
that gives him a boost, like any other company. 

Now, coming to the bank end, our banks cater to all of the insurance 
companies of America to do business with us, so obviously if the bank 
were to give preference to our company, the one we own, they would 
lose the accounts of every other insurance company on the books, and 
those fellows watch you every day. We just got through here a couple 
of months ago with an advertisement that all of our banks use. We 
sent it to the banks, and they changed the language. We didn’t boost 
any insurance company. But it was quite an ad, and the ad had to do 
with recommending that everybody who has a long-term loan ought 
to protect that loan by buying an insurance policy that would pay off 
the loan in case of death. 

We didn’t use the name of our company, or any other company. 
We got the praise of every insurance company that does business in 
our States for having taken this step to encourage people to make use 
of life insurance, in which we thoroughly believe. 

Mr. O’Hara. I have listened to the testimony here for 3 days, and 
I cannot recall any time any of the witnesses, including those who have 


been the strongest proponents of the bill, sought to indict your com- 
pany or any of the other holding companies for wrongdoing or evil 
motivation. They did stress the danger to free competition in permit- 
ting this to go on without restriction. I take it you see in the future a 
large expansion. 

On page 22 you say: 


In the States where we do business, men and women in all walks of life, 
businessmen, lawyers, doctors, farmers, teachers, factory workers, are flocking 
to our banks in ever-increasing numbers— 
and then you remark that the independent bankers, or at least those 
who have been represented here, are falling behind the parade. 

Projecting that, are you looking forward to the day when the banks 
affiliated with the holding companies will control most of the banking 
business and the independents will be driven out ? 

Mr. Bererano. Notatall. Iam looking forward to the day, though, 
and I think it is bound to come, when all of the independent bankers, 
or even large branch bankers who become lazy or don’t keep up with 
the race, are going to fall by the wayside; and those banks, whether 
they be owned by holding companies or whether they be independent 
large banks, are the banks that will continue to grow if they offer the 
new services, the imaginative services, and develop the new services 
tor the people in those communities. 

It need not be a bank holding company bank at all. The largest 
private bank in the world is the Bank of America with its 220,000 
outside stockholders. It isan independent bank. The American Trust 
Co., in northern California, is a very aggressive bank, and covers all 
of the communities. It is not a bank holding company. The Cali- 
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fornia Bank in Los Angeles is not owned by a bank holding company. 
The Security First National Bank is not owned by a bank holding 
company. : 

So that I am not pointing my finger to the fact that only the bank 
holding company banks are the ones that are going to continue to grow. 
All progressive banks headed by people who are trying to contribute 
to the welfare of the people of the communities they serve are going 
to grow. 

Mr. O’Hara. But you have not too much respect for the ability of 
the ownership of the banks represented by the proponents of this Dill. 
That would, according to the statement of Mr. Ryan, include the Illi- 
nois Bankers Association, the members of which enjoy the high esteem 
of the people of Illinois. 

Mr. Bererano. Mr. O’Hara, some of my very good friends and some 
in whom I have great admiration and confidence are residents of your 
State, and they are the principal officers of some of the great banks in 
America which are domiciled in your State. I am talking about the 
individual who watches the parade go by and decides that things ouglit 
to remain as they were in the horse-and-buggy days, the fellow who 
condemns us because we follow the dictates of the people who today 
want to live in outlying communities rather than downtown, and we 
think that we have a right to serve them out there where they live as 
well as a department store does. 

There are some people that just think that shouldn’t be done. 

No, I have no quarrel with them. 

Mr. O'Hara. Then, for the record, let you and I agree, and I know 
we do, that all the witnesses who have appeared before this committee, 
you and those on your side, and the proponents of the bill, all have 
been sincere men who have come here to give us the benefit of their 
experiences and their thinking. We can agree on that, can we not? 

Mr. Bererano. Certainly we can. 

Mr. O’Hara. I would not like the record to stand that by inadver- 
tence or inattention, vou had slapped some of the other witnesses here, 
and some of them from my State of Illinois. I know you did not so 
intend. 

Mr. Beterano. I am sure now that I have explained to each member 
of the committee how much marching we have done that the gentleman 
who used that term is thoroughly convinced by this hour that his 
choice of language is not too good, Mr. O'Hara. 

Mr. O’Hara. That is all. Thank you, Mr. Belgrano. 

Mr. Brown. Mr. Betts has a question. 

Mr. Berrs. I wanted to clear up one point, which I think is rather 
important. 

On page 20, do I understand that you feel that the present antitrust 
laws are adequate to cope with an existing monopoly in the case of 
bank holding companies ? 

Mr. Bexcrano. Yes, I do, but if you will note the next paragraph, 
Isay: 

If the committee is not satisfied with the stringency of these existing laws-- 


they could be tightened up without compelling this divestiture. 
_ Mr. Berrs. That thought has been running through my mind dur- 
ing the hearings, whether or not there were any existing laws and 
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whether the present antimonopoly laws could in any way pertain to 
the banking industry. 

Mr. Beierano. Yes, indeed. And this 414-year suit that we have 
had, brought against us by the Federal Reserve Board, this expensive, 
lenges thing that we have just completed, was under the Clayton 

ct. 

Mr. Berrs. I wasn’t acquainted with all of these ramifications, and 
I just wanted to have that cleared up for the record. 

There was no reference to that case in your testimony. 

Mr. Beterano. Yes, sir; I don’t know whether you were here or not, 
but there is a reference to it. I notice at the top of the page 11 or 
on page 10 of my statement. 

Yes, starting on page 10, last paragraph, where I say— 

The Federal Reserve Board went into— 


and so forth. And I made some mention of it before that. 

Mr. Berrs. Thank you. I am sorry if I missed it. I was interested 
in that. 

Mr. Bererano. Thank you for the question. 

Mr. Brown. Are there any other questions ? 

Mr. Fountain. I would like to ask a few questions. 

Mr. Brown. Proceed, Mr. Fountain. 

Mr. Fountain. I have been impressed with your statement and your 
very forthright explanation in response to questions which have been 
asked. As a new member of this committee, I don’t know too much 
about holding companies and not too much about banking except as 
a smalltown lawyer who has formed banking corporations. We tried 
to get a bank in opposition to another bank already there, which didn’t 
want a new bank tocome in. I usually found when the new bank came 
in both banks did more business, unless, of course, there just wasn’t 
sufficient business in the community, in which case the State authorities 
wouldn’t permit the bank. 

There are a few questions I would like to ask. I have an open mind 
on this. I haven’t been too much impressed, I am frank to say, with 
the testimony of the proponents, as to the existing evils. It seems to 
me that the question is whether or not legislation is necessary to pre- 
vent evils which are anticipated, potential evils which may arise out of 
the operation of these large holding companies. 

The next question is, if restrictions are necessary what form should 
those restrictions take. 

Now, I would like to ask you if there are other types of holding 
companies in America other than bank-holding companies ? 

Mr. Berarano. Yes, sir. 

Mr. Founratn. Would you say the American Telephone & Tele- 
graph Co. is a holding company ? 

Mr. Bexerano. I don’t know that I can answer that legally, but I 
would imagine that it would take the form, if it isn’t legally a holding 
company, of owning many companies. 

Mr. Fountarn. In that it owns a substantial portion of the stock 
ora majority of the stock of a lot of telephone companies ? 

Mr. Beterano. Yes, sir. 

Mr. Fountarn. And the same is probably true with respect to Bell 
Telephone Co., which owns a substantial portion of the stock in the 
Carolina Telephone & Telegraph Co., which is in my home district. 
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Did I understand you to say that you own about 99 percent—that is, 
Transamerica—of the stock in Occidental Life Insurance Co. ? 

Mr. Bererano. For practical purposes, say that we own all the stock 
with the exception of the qualifying shares. 

Mr. Fountarn. If this bill were passed you said that you would 
be forced to divest yourself of your stock in many private enterprises, 
and Occidental, of course, is one of those. How would you go about 
that? Simply sell the stock in Occidental if your board of directors 
should make the decision that they had to divest themselves of Occi- 
dental? 

Mr. Bexerano. Mr. Fountain, I have to be honest with you and 
tell you that I feel so sure that you are not going to pass legislation 
that is going to compel us to come to a decision on this that we haven’t 
considered it. 

But let us presume 

Mr. Fountarn. For the purposes of argument, I think we ought to 
know the effects of the legislation. 

Mr. Beterano. We could spin it off. In other words, under this tax 
deal I imagine there is a way to allow every stockholder of Trans- 
vane ica to have a share of Occidental Life in proportion to the num- 
ber of shares it has in Transamerica. That is one way. I presume we 
could sell that company for $250 million, and then 

Mr. Fountrarn. When you say sell the company, you mean sell the 
stock ? 

Mr. Beterano. Sell the stock of the company to one of the other 
big companies—it would take a big one, it would probably have to 
be a company larger than ours, and make a big company bigger, and 
sell our stock and let them combine the assets. I imagine we would 
give a great deal of thought to that because these policies are outstand- 
ing in ‘the hands of these good people, and they bought them when 
we owned them. They had a little confidence in us, “and we would 
like to know they were in good hands when we sold them. 

I suppose a third way would be to liquidate the thing, to sell the 
insurance in force and keep the remaining assets. 

That would take less money from the so-called buyer because he 
wouldn’t have to buy all the capital stock. He would assume your 
liability and pay you a premium for the value of the business. 

The fourth way is to sell the banks and keep it. There might be 
another way. I don’t know. But those are the ones that come to mind. 

Mr. Founrarn. Could Transamerica go broke without the banks 
going broke? 

Mr. Beterano. Yes, sir. 

Mr. Founrarn. In other words, Transamerica could go broke and 
those banks could continue to operate ? 

Mr. Beierano. Of course, because the banks are just as if you owned 
the shares. They are run by their board of directors and officers. We 
have no control over their securities, capital, or anything. They are 
run just like a bank, as if we owned no shares of it. As a matter of 
fact, the only real advantage is that we have been going overboard in 

capitalizing our banks. That is a fundamental ‘thing in business. 
The time to create money is when money is available. You don’t wait 
until money is difficult to get, and then look for it. So as we have 
been going through these easy-money times we have been creating this 
money and capitalizing our banks greater than necessary to take care 
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of growth and safety and the fact that we get it when it is available. 
So Transamerica could lock up and the b: inks would continue on. 

Mr. McDonovueu. Will the gentleman yield ? 

Mr, Founratn. Yes. 

Mr. McDonoueu. Is it fair to compare your holding company with 
an investment trust fund that buys stoc ‘k in various corporations? 

Mr. Bexcrano. Yes, sir. 1 think one of the holding companies listed 
here is under the investment trust laws. I might have to be corrected, 
but I think it is the Equity Corp. I don’t think they are under the 
bank holding company law. I think they are under the investment 
trust law, 

It is the same thing if all of us here in this group owned all of the 
shares of the First National Bank of Portland. 

We could all have difficulties, personal difficulties, but what would 
that have to do with the safety of the operation of the bank? Nothing. 

Mr. Fountain. Could you tell us approximately how much in divi- 
dends Transamerica paid last year to its stockholders ? 

Mr. Bencrano. Yes, sir. 

Mr. Brown. You can supply that for the record. 

Would that be all right, Mr. Fountain ¢ 

Mr. Founrarin. Yes, sir. 

Mr. Bererano. As a matter of fact, a year ago we paid $1.30 
share to the stockholders of Transamerica, and outstanding there were 
9,853,200 shares. This year the same number of shares are outstand- 
ing, that is 1954, and we paid $1.40 a share. So that means a year ago, 
1953—I have to correct that, we issued an extra dividend—we paid a 
dividend of 65 cents a share, and a special dividend of 35 cents a share, 
on January 1,1953. That amounted to $9,853,200. 

We paid a dividend on July 31, 1953, of 65 cents, which amounted 
to $6,404,763. 

We paid total cash dividends for the year 1953 of $16,258,963, 

Now, this year 

Mr. Fountain. That went to some 115,000 stockholders scattered all 
over the United States of America? 

Mr. Beterano. Yes, sir, and our stock is listed on the exchange, and 
of course we have to subscribe to the Securities and Exchange’s rules, 
and it is salable any place in America. 

Mr. Fountain. Mrs. Griffiths emphasized the point that as the 
owner of substantial stock in these various banks, you are actually in 
the position of a bank operating without restrictions of a bank, 

Of course, what she meant was that as a stockholder you were not 
subject to the restrictions of the bank but by virtue of your control 
of the stock, you control the bank and its operations. But the bank 
itself, wherever it may be located, is subject to the laws of the State 
in which it operates, is it not ? 

Mr. Bererano. Yes, sir; exactly as if it was owned by six people. 
We have to obey all of the laws of the States in which we reside. 

Mr. Founrarn. One further question, Mr. Chairman. 

I notice that you stated on page 9: 

We are subject to the Sherman antitrust laws, both as to restraint of trade 


and monopoly. Moreover, every time we acquire the stock of any bank, that 


acquisition comes within the very strict provisions of the Clayton Act, and 
the Federal Reserve Board— 


and so forth. 
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Mr. Beterano. Yes, sir. 


Mr. Founrarn. Yesterday, Mr. Gregory, from St. Lonis, made this 
statement, and there seems to be some inconsistency between the two: 

The holding company can also completely escape regulations under the Clayton 
Act, as now written by simply taking its banks out of the membership in the 
Federal Reserve System and out of the national banking system. The Clayton 
Act regulations of banks is now supervised by the Federal Reserve System and 
nonmembership State banks are not required to conform to such regulations. 
This is particularly forceful argument for H. R. 2674— 
and so forth. 

Can you account for the inconsistency ? 

Mr. Betcrano. I don’t know that those are inconsistent. My state- 
ment has to do with Transamerica Corp. Let us follow that through. 
If that is the evil, why not compel holding companies who have banks 
to make them members of the Federal Reserve ? 

Mr. Fountain. Yours are members of the Federal Reserve System ? 

Mr. Beierano. Yes, sir; we have a voting permit. Mr. Gesell, my 
attorney, states that the Clayton Act, in his opinion, applies to all 
banks, whether they are members of the Federal Reserve or not. 

Mr. Founratn. So then there would be an error in the statement 
of Mr. Gregory, as you see it? 

Mr. Beterano. According to Mr. Gesell, the other statement is in 
error, and I took it for granted that maybe he was right in his state- 
ment. 

Now, I would like to say one word, Mr. Chairman, which will only 
take me 3 seconds. 

Mr. Brown. We have kept you here a long time. I hope we can 
get through. 

Mr. Beierano. It won’t take more than 3 seconds. I am certainly 
positively sure that if drastic action like this divestiture clause is 
going to be considered seriously by this committee, that there is cer- 
tainly a way to have an investigation of it, for the committee to come 
out and see what these hazards are. 

We would welcome every member of the committee to come out 
our way and interview people and find out what is wrong with our 
outfit, if anything, and after all, when the sugestion is made that 
this is not directed to us, we are the people who own all of these in- 
terests. 

There is hardly any other company that has the outside interests 
that we have. 

Thank you. 

Mr. Brown. Thank you very much, Mr. Belgrano. 

We will adjourn now to reconvene tomorrow morning at 10:30 a, m. 

(Whereupon, at 5:17 p. m., the committee adjourned, to reconvene 
at 10: 30a. m., of the following day, Friday, March 4, 1955.) 
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House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Brent Spence, chairman, pre- 
siding. 

Posies Representative Spence, chairman, and Representatives 
Brown, Multer, O’Hara, Mrs. Buchanan, Mrs. Sullivan, Fountain, 
Reuss, Mrs. Griffiths, Ashley, Vanik, Wolcott, Gamble, Talle, Kilburn, 
McDonough, Betts, and Nicholson. 

The Cuatrman. The committee will come to order. 

Senator Watkins. 


STATEMENT OF HON. ARTHUR V. WATKINS, UNITED STATES 
SENATOR FROM THE STATE OF UTAH 


Senator Warxins. Mr. Chairman and members of the committee, I 
have been requested by three different banks in my State to have 
placed in the record of this committee their statements, and I would 
appreciate it if I may leave these and have them included in the rec- 
ord at whichever point is convenient. 

The Cuatrman. The statements may be incorporated in the record. 

Senator Watkins. One is a statement of Orval W. Adams, execu- 
tive vice president, First National Bank of Salt Lake City, Salt Lake 
City, Utah, former president of the American Bankers Association. 
“then a letter from Mr. Arthur Gardner of the Bank of Southern 

tah. 

And a third one from Mr. Dyreng, president of the Manti City 
Bank, Manti City, Utah. 

I thank the committee very kindly for this courtesy. 

The Cuairman. That may be done. 

Mr. Kirpurn. Are any of those holding companies? 

Senator Warxkrns. No; they are independent bankers, and are pre- 
senting these statements in support of the bill. 

The Cuarrman. Thank you very much, Senator Watkins. 

(The material referred to is as follows:) 

Mant! City BANK, 
Manti City, Utah, February 28, 1955. 
Hon. ARTHUR V. WATKINS, 
United States Senate, Washington, D. C. 


DeaR SENATOR WATKINS: I am advised that legislation will be introduced in 
the House of Representatives and in the United States Senate in the immediate 
future, relative to bank holding companies. The legislation will be known in the 


357 











358 CONTROL AND REGULATION OF BANK HOLDING COMPANIES 


House of Representatives as the resolution introduced by Congressman Spence 
(H. R. 2674), and it will be known in the Senate as the bill introduced by Senator 
Capehart (S. 880). 

As independent bankers we feel that this legislation is very pertinent and im- 
portant to the maintenance of our independent banking system in America, and 
urge that you give your full support to the passage of these measures, and any 
other legislation which will protect our dual banking system. 

Thanking you sincerely, I am, 

Very truly yours, 
Ray P. DyreneG, President. 


BANK OF SOUTHERN UTAH, 
Cedar City, Utah, February 28, 1955. 
Hon. ARTHUR V. WATKINS, 
United States Senate, Senate Office Building, 
Washington, D.C. 

DeAR SENATOR: We may be far enough removed from important affairs to have 
only a biased opinion, but we assure you that we are firmly convinced that 
independent banking for the well-being of economic America, particularly in 
the rural areas, is absolutely vital, and we bespeak of you your earnest support 
of H. R. 2674. We shall appreciate anything that you may do to perpetuate 
independent banking in America. 

Very truly yours, 
ARTHUR GARDNER, Cashier, 





STATEMENT OF OrVAL W. ADAMS, EXECUTIVE VICE PRESIDENT, FIRST NATIONAL 
BANK oF SALT LAKE Ciry, SALT LAKE Ciry, UTAH; FORMER PRESIDENT OF THE 
AMERICAN BANKERS ASSOCIATION 


Mr. Chairman and members of the committee, the matter before your com- 
mittee is so tremendously important and so pressing, and I feel so strongly that 
enactment of legislation is urgently necessary that will confine holding companies 
to the banking business and close the loopholes permitting evasion of banking 
laws relating to branches of banks, I would gladly take the time to make the trip 
to Washington in order that I may personally, and as earnestly as I know how, 
present my views for your consideration. Other commitments, however, make 
it impossible for me to be present during the scheduled hearings and I, therefore, 
have asked my good and highly esteemed friend, Senator Watkins, from my 
State of Utah, to appear in my behalf. 

My name is Orval W. Adams. Since 1903, I have been in the banking business 
in Utah, and since 1923 I have been executive vice president of the First National 
Bank of Salt Lake City, Utah. In 1937 and 1938, I was president of the American 
Bankers Association. 

The American system of locally owned and operated banks is a mature product 
of long and steady growth, reflecting changes of economic and industrial condi- 
tions occurring with the development of our country. 

Consequently, it is a system peculiarly adapted to meet the needs of our people ; 
a system based upon those fandamental principles which underlie the great con- 
cept of State rights; namely, that we should build from the bottom up and not 
from the top down, that control should lie with those possessing the information 
with which to act, that problens local to a group, a city, or a State should be 
decided by those affected thereby and not by others located at a distance un- 
acquainted with local conditions. That is the system upon which American 
Government, American industry, American finance, has been built, a system that 
has helped to make America a great Nation. 

We are concerned to see that the banking system shall never be diverted from 
its proper function of serving the needs of the farmer, of industry and of the 
individual self-reliant man or woman engaged in making his or her own way 
toward an old-age competence. 

The device of the bank holding company was evolved in order to evade the 
banking laws of the Nation. Bank interests which could not obtain authority 
to establish additional branches found that they could accomplish the same 
result through the use of a bank holding company. The device, so simple and 
readily available, becanse popular and is now widely used. 
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The bank holding company problem is not limited to any one section of this 
country. In my travels and in my contacts with banking over the Nation, I have 
seen bank holding companies grow to power and dominance in many places. 

I do not mean to indicate that every bank holding company is operated in such 
a way as to be subject to criticism. Indeed, it is my belief that there are some 
holding companies which favor bank holding company regulatory legislation. 

But I cannot eniphasize too strongly that the bank holding company device is 
inherently dangerous and that such companies should be regulated in the same 
manner that banks are regulated and that effective legislation should be passed 
at this session of the Congress. 

In 1933 Congress tried to plug the loopholes in the banking laws with reference 
to bank holding con*panies, but its action was not effective. Today a bank hold- 
ing company can buy stock in any bank in the Nation without securing the ap- 
proval of any Federal or State authority. Not only can a bank holding company 
buy stock in any bank it chooses, but it can buy stock in as many different banks, 
National or State, in the same community as it chooses and can become dominant 
in any community, or in any area, 

Not only can it buy banks, but it can buy companies engaged in other busi- 
nesses thus violating another recognized American principle that banks should 
be engaged solely in the business of banking. 

H. R. 2674, now before your committee, provides that bank holding companies 
must confine their activities to banking. It provides for restrictions on expan- 
sion across State lines just as banks are now prohibited from establishing 
branches in other States, and it provides for expansion within a State only in 
accordance with a State’s own laws. 

If monopoly is aangerous, then money and credit monopoly is the niost danger- 
ous of all monopolies. In banking, it is very much later than those of us who 
have not had first hand experience with the danger of monopolies, know. Those 
who oppose being regulated seek to delay and confuse. I beg you to press on 
to a final conclusion of this most important matter in the best interest of the 
people and for the preservation of our American way of life. 

The CHarrman. We will next call Mr. Jenkins. 

Mr. Jenkins, you may identify yourself and proceed with your 
statement. 

Mr. Jenkins. Thank you, sir. 


STATEMENT OF E. 0. JENKINS, PRESIDENT, FIRST BANK 
STOCK CORP. 


Mr. Jenxrns. My name is Ellwood O. Jenkins. I am president of 
First Bank Stock Corp., which is a bank holding company registered 
as such under the Banking Act of 1933, with headquarters in Min- 
neapolis, Minn. We own a large majority of the stock of some 75 
State and national banks located in the States of Minnesota, Mon- 
tana, North Dakota, and South Dakota, all within the Ninth Federal 
Reserve District. The number of our affiliated banks was 105 in 
1931 and decreased to a low of 72 in 1941, from which you can see we 
are not expansionists. 

We became a holding company in 1929 and since 1933 we have been 
regulated as a registered holding company under the Banking Act of 
1933. I find that many people do not understand that bank holding 
companies for almost 22 years have been regulated by the 1933 act un- 
der which they are subject to examination, are required to maintain 
a reserve of readily marketable assets, and are otherwise subject. to 
regulation. 

While I do not feel that there is an immediate need for further 
legislation, I concede that abuses could creep in, and therefore it might 
be well to plug any obvious holes before problems develop. It is for 
this reason that First Bank Stock Corp. has repeatedly said that we 
would accept and support reasonable legislation. 

24 
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I am limiting the scope of this statement to those provisions of 
H. R. 2674 which seem to me to be wholly unnecessary to accomplish 
the objectives of the Congress and which are unacceptable to the cor- 
poration which I represent and which I am certain will be opposed by 
all bank holding companies. 

The first of these is the declaration of policy in section 2 of the bill. 
Declarations of policy framed in general language can be dangerous 
instruments; they can be understood and interpreted in very different 
ways my different persons. We particularly object to the phrase “to 
minimize the danger inherent in concentration of economic power 
through centralized control of banks,” and we point out that the 
bill has nothing to do with such concentration except with respect to 
bank holding companies. 

It seems to us erroneous that holding companies should be singled 
out in a policy statement of this character when no attempt is made 
to cover the question of centralized control through other means such 
as the ownership of a chain of banks by a single family. Further- 
more, the declaration of policy speaks of subjecting bank holding 
companies to the same type of examination and regulation as banks. 
We point out again that bank holding companies are already subject 
to examination and to a degree of regulation. Bank holding com- 
panies are not and never can be banks; they cannot do a banking busi- 
ess; and for this reason they can never be subject to the same type of 
regulation as are banks. 

First Bank Stock Corp. is a bank holding company and will be one 
under whatever definition may be adopted in legislation. It has no 
direct interest, therefore, in the subject of definitions but we do wish 
to point out that it would seem to us in the public interest to include 
within the definition a holding company owning only one bank. We 
suggest that a holding company owning one of the large banks of 
the country and also owning a steel corporation, for example, should 
be subject to the act. 

Section 5 (a) in clause (c) requires the approval of the Board 
before a bank holding company or a nonbanking subsidiary can ac- 
quire all or substantially all of the assets of a bank. We do not under- 
stand the reason for this prohibition. A bank holding company can- 
not engage in banking and so, if it obtains substantially all of the 
assets of a given bank it cannot use them to carry on a banking busi- 
ness. If it desires to establish a new bank, then the approval of the 
Board would be required if it is to own any stock in the new bank. 
If such assets so acquired from one bank are to be transferred to 
another banking subsidiary of the holding company or to a nonaffili- 
ated bank, no reason would seem to exist why permission of the Board 
should be obtained in such a case, since Board permission would not 
be required if the second bank directly acquired substantially all of 
the assets of the first bank. It will be remembered that the super- 
visory authorities testified that they did not believe that the acquisi- 
tion of bank assets should be covered by a bank holding company bill. 

Section 5 (b) gives a veto power to the Comptroller of the Currency 
if “any bank affected by the application” is a national bank and also 
gives a veto power to the State supervisory authority if “any bank 
affected by the application isa State bank.” 
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In the usual case where there are both a national bank and a State 
bank within one community, both would certainly be “affected by the 
application,” whether the national bank or the State bank is the one 
whose stock the bank holding company is seeking to acquire. In most 
instances, therefore, three authorities would have to pass upon the 
acquisition: The Board, the Comptroller of the Currency, and the 
State supervisory authority. No tests whatsoever are prescribed for 
the exercise of such veto power either by the Comptroller or by the 
State supervisory authorities and purely arbitrary action can result. 

Moreover the Congress by such a provision would be conferring 
authority upon the State supervisory officer which he might not have 
under the laws of the State in question and which the State might 
not even wish to have him possess. Certainly such a matter should 
not have to run the gauntlet of three separate agencies and there is no 
reason why the interests of the public cannot be completely taken care 
of by placing full authority in the Board only. 

Section 5 (c) of the bill is one which completely forbids a bank 

holding company from acquiring any stock of any additional bank 
located outside of the State in which the bank holding company has its 
principal office and also forbids acquisitions of any stock in any addi- 
tional bank except— 
(i) within geographic limitations that would apply to the establishment of 
branches of banks under the statute law of such State, or (ii) unless such acquisi- 
tion is at the time authorized by the statute law of such State by language speci- 
fically granting such authority affirmatively and not merely by implication. 

We would point out that this is far from being a State rights matter. 
Instead of permitting a State to determine its own policy, the first part 
of this section would result in an act of Congress forbidding a State 
to permit a bank holding company having its principal office in another 
State from acquiring stock in a State bank in such second State. It 
might be the policy of the second State to permit such acquisitions and 
it might be in favor of obtaining needed bank capital in this manner, 
but this proposed provision would be an interference with such State’s 
rights by an Act of Congress. 

The second part of this section would forbid any State from apply- 
ing different rules with respect to branch banks and bank holding 
company banks within the State even with respect to State banks. 
These provisions are an invasion by the Congress of the right of a 
State to control its own State banks according to the State’s own 

olicy. This is not a preservation of the dual banking system, but an 
interference by the Federal Government of States rights over State 
banks, 

Our objection, however, to the provisions of sections 5 (b) and (c) 
goes far beyond our objections to the exact language of the two para- 
graphs. It goes to the heart of the national banking system and the 
continued control by the Congress over national banks. We wish to 
see the present dual banking system continued with continued full 
power of the Federal Government over national banks and with equal 
full power of States over State banks. This is not to be accomplished 
by giving an arbitrary veto to a State supervisory authority over the 
acquisition of stock in a national bank situated in his State nor by 
arbitrary provisions forbidding a bank holding company from acquir- 
ing stock in national banks situated in two or more States. 
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Each State now has the power to enact a statute forbidding owner- 
ship by a corporation of stock in a State bank organized in such State. 
It doesn’t not now have such power with respect to national banks, 
The elimination from the bill of any veto authority to the States over 
acquisition of stock in national banks or of any arbitrary statutory 
limitation on such acquisitions will not in any way change or effect the 
power of the States over its State banks. Elimination of such pro- 
visions, therefore, would not be taking away any rights which the 
State now has. The very foundation of the dual banking system is 
the premise that the Congress has full power over national banks and 
the States have equal power over their State banks. Practical necessi- 
ties of competition between national banks and State banks prevent too 
great a disparity between the corporate powers of the two types of 
banks. 

In urging elimination of these two paragraphs of section 5 we are 
merely asking the Congress to retain the same power over the corpo- 
rate ownership of national bank stocks as the States themselves now 
have with respect to the ownership of State bank stocks. 

The fact that national banks may have branches only where State 
banks may have them is sometimes cited as an instance where the 
Congress surrendered to the States certain powers over national 
banks. Actually, however, the permission given by the Congress to 
national banks to have branches was an extension of the powers of 
the national bank and not a limitation thereon. The original National 
Banking Act passed in 1863, with unimportant exceptions with 
respect to existing State banks having branches, was construed by 
the United States Attorney General in 1911 to forbid branches. This 
ruling was confirmed by the United States Supreme Court in the case 
of First National Bank in St. Louis v. Missouri (1924) (263 U.S. 
640). Thus prior to 1927 it was the policy of the Congress to forbid 
a national bank to have branches. However, in many States branch 
banking had developed under laws permitting State banks to have 
branches. In order to restore the equality of the dual banking system 
in this respect, Congress in 1927 (act of February 25, 1927, c. 191, sec. 
7, 44 Stat. 1228) amended section 5155, Revised Statutes, so as to 
permit a national banking association with the consent and approval 
of the Comptroller of the Currency, and subject to certain capital 
requirements, to have branches if State banks are at the time per- 
mitted to have branches. By this enactment Congress enlarged the 
power of national banks rather than restricted them. It did not give 
the States additional authority over national banks; it merely gave 
national banks equal powers with State banks with respect to branches. 

The national banking system is today indispensable for the con- 
duct of the Federal Government. It was evolved because of the chaos 
of legislation and supervision existing with respect to State banks 
prior to the establishment of the national banking system in 1863, A 
strong national banking system throughout the country and in every 
State is essential to the welfare of the Nation as a whole. The pro- 
posal in paragraphs (b) and (c) of section 5 might well close to 
national banks in a given State the important source of capital now 
supplied in many parts of the country by bank holding companies. 
Thus the collective capital of many persons made available through 
bank holding companies could not be used to support the national 
banking system in such a State. 
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To permit a State official, perhaps acting without authority from 
the State itself, to deny to national banks within the State an impor- 
tant source of capital is a backward step in our economic life. Arbi- 
trarily to forbid a bank holding company situated in one State to 
acquire stock of a bank in a second State, even where the second State 
favors such acquisition, is indeed an economic error. It amounts to a 
form of tariff barrier imposed by the Federal Government upon bank 

capital and it could result in serious weakening of the banking system, 
national and State, in a given State. Once again we urge “that the 
interest of the nation as a whole in a nationwide, sound banking system 
is paramount. 

It may be that bank holding companies are of more economic value 
in some parts of the country than in others. The newer and less 
populous States are often of large area and have not had many years 
in which to build up capital sufficient for their banking and other 
business needs. In some instances the communities in such States look 
to a metropolitan center in some other States as their true commercial, 
financial, and industrial capital. 

I would like to depart from my text for just a moment. I have in 
mind, having read the testimony that was given earlier this week, that 
Mr. Gidney made mention of the fact that likely someone from the 
Minneapolis area would refer to this matter of multiple State banking, 
and I note, too, that Mr. Harding made reference to the Northwest 
Banco, I believe it was, having a bank 1,250 miles away. 

I ask you members to recognize that the Ninth Federal Reserve Dis- 
trict is the largest of the 12 districts. It is a tremendous inland empire 
of thousands and thousands of miles, and the State of Montana alone, 
the third largest State, a line from the upper corner to the lower is 
farther than from Chicago to New York, and in that State the popnu- 
lation is roughly 500,000 people, or substantially less than the city of 
Minneapolis alone. 

That same situation prevails in North Dakota and South Dakota. 

The Ninth Federal Reserve District is made up of the States of 
South Dakota, North Dakota, and Montana, and a little fringe of 
Wisconsin and Michigan. Ever since those States were settled in the 
homestead days, and ‘the building of grain elevators throughout the 
country, capital has flowed to that area largely from the Twin Cities 
center, and the production of that area, as it has a natural trade area, 
have flown back the other way through the Twin Cities, and the Twin 
Cities have always been looked upon as the business and financial ceti- 
ter of the Ninth Federal Reserve District. 

I call your attention also to the fact that, in that area of North and 
South Dakota and Montana, tremendous area, there : are, to the best 
of my Se Pa as I think of it quickly this morning, 2 or 3 banks at 
the most as large as $50 million. No bank any larger than $50 million. 
And in that enmcetioas inland empire it would be completely impos- 
sible for the financing ws be cared for from the district itself. It must 
come from another are 

And it is largely tar ‘that reason that we have moved into that natu- 
ral trade area, that all through the years has centered in the Twin 
Cities and which we now attempt to serve. 

It might be proper at this point to mention also that in Mr. Hard- 
ing’s testimony he made reference to the fact that we were selling some 
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stock along with other holding companies, and in our case he men- 
tioned some $10 million, which is correct. 

We are selling stock, but we are selling stock for the purpose, and 
have so announced publicly, that with approximately $10 million com- 
ing into the picture $9 million is going into our banks for capital 
purposes. 

Obviously, therefore, this money is not being raised for purposes of 
expansion. 

Continuing with my statement, section 5(a) requires the prior ap- 
proval of the Board before a bank holding company can acquire 
minority shares even where it already holds a majority of the stock 
of a bank. No good reason has been advanced for such requirement, 
and the Federal supervisory authorities have testified that such acqui- 
sition should be exempt from the necessity of any prior approval. 
Where control of a bank by a bank holding company already exists 
there is no public interest in the question of the acquisition of addi- 
tional stock in such bank. If prior approval is required in such in- 
stances it will be a substantial handicap upon the marketability of the 
minority stock since in such cases the bank holding company is often 
the only available market. 

Again we urge continuance of the dual banking system with con- 
tinued full authority of the Federal Government over national banks 
and with continued full authority of the States over State banks. In 
passing upon acquisitions the policy of the State supervisory author- 
ities should and will be given proper consideration but ultimate appro- 
val should rest solely with the Federal Reserve Board. 

I have heretofore testified with respect to our views as to the require- 
ment that bank holding companies divest themselves of nonbanking 
activities. Section 6 forbids a bankholding company to engage in 
any business “other than that of banking.” Of course a bank holding 
company does not engage in the business of banking; it does not 
accept deposits; *t does not accept savings accounts; it does not lend 
money except under special circumstances, and it has none of the 
attributes of a bank. 

Again I would like to depart for a moment and add that this state- 
ment does not apply where a bank is itself a bank holding company, 
of course. And I neglected to mention this exception in my statement. 

Because of this rather unusual exception, my next sentence in the 


statement should be changed to read as follows: The language should 
be that of— 


banking or owning, controlling or servicing banks. 


We also feel that reasonable discretion should be given to the 
Board to permit continued holdings of subsidiaries which are of serv- 
ice to a bank holding company group and engage in a clearly allied 
business. We therefore suggest that there should be a further exclu- 
sion in section 5 (c) which might read as follows: 

(7) To the ownership of shares of any company all the activities of which the 
Board has determined to be so closely related to the business of banking or 
of managing, controlling, or servicing controlled banks as to be a proper inci- 
dent thereto and as to make it unnecessary for the prohibitions of this section 
to apply in order to carry out the purposes of this Act. 

Finally, in connection with divestment we do not believe that where 
the ownership by a bank holding company does not include more than 
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5 percent of the outstanding voting securities of another company, 
that there need be a further restriction that the total such holdings 
shall not have a value of more than 5 percent of the total assets of 
such bank holding company and we would advocate revision of para- 
graph (6) of section 6 (c) accordingly. 

It seems to us that where control clearly cannot exist bank holding 
companies should be permitted to invest in other companies as such 
investments may constitute a useful secondary reserve in case of need. 

Section 8 is a statement that the enactment of the bill by the Con- 
gress shall not be construed as preventing any State from exercising 
such powers and jurisdiction as it now has with respect to banks, 
bank holding companies, and subsidiaries. Contrast this with the 
prohibition in section 5 (c) of acquisition by a bank holding company 
of stock of a bank in a second State. If this is enacted it most em- 
phatically will prevent such second State from exercising the powers 
which it now has over a State bank in such second State; it now has 
the power to permit stock in such bank to be owned by a foreign bank 
holding company; after enactment of the bill it would not have such 
power. Section 8 at most is a statement of legal effect which may 
well be erroneous and in any event it should be deleted. 

H. R. 2674 with the changes I have suggested will provide complete 
coverage of the three basic points with respect to bank holding com- 
panies that have been discussed over a period of years, briefly, the defi- 
nition of a bank holding company; the regulation of expansion by 
the Federal Reserve Board, and the requirement that the holding com- 
pany must divest itself of all interests which, in the opinion of the 
administering agency, are not a proper incident to the business of 
banking. 

Legislation modified as I have outlined would, I submit, accomplish 
everything that you have in mind, and would still permit bank holding 
companies to operate in normal fashion. 

It seems to me to be just that simple. Do you want to give full cover- 
age and protection to all interested parties, or do you want legislation 
which will prevent us from continuing to give proper service to our 
area ¢ 

Departing again from my text, I say in that sentence, would prevent 
us from continuing to give proper service to our area. When I say 
that I think I have been very fair and light in my statement. Actually 
and sincerely, gentlemen, it is my belief that the present bill, if passed, 
would result in a freeze for our type of operation, and a freeze to me 
means simply one thing, that you stand in one spot. You cannot go 
forward and you inevitably go backward, so it becomes a longtime 
death sentence. 

It seems to me that an operation such as ours, where we, in our par- 
ticular case, have approximately 80 percent of our stockholders living 
in the four-State area we serve, that it has provided for them a chance 
to invest in a banking operation and diversify that from one single 
individual down to a wide empire area, and I would urge, therefore, 
that you consider it from that angle. 

Now, I would like to call your attention that during the early thir- 
ties when bank capital was a scarce article, we served as a source of 
such capital for our affiliated banks and supplied them with more than 
$7,500,000, and at a time, mind you, when $1 million looked as large as 
the national debt. 
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Let me add that not a penny of that $7,500, 000 was RFC money. 
That was all taken from within our organization. Remember, too, 
that some 1,000 banks in the Ninth Federal Reserve District failed 
during the period of 1929 to 1940, but not one single First Bank Stock 
Corp. ‘bank was ever closed or failed to pay its obligations i in full, with 
the exception, of course, that our banks, along with all others, were 
closed during the nationwide bank moratorium in 1933 

Our combined capital, including reserves has grown from $47 mil- 
lion in 1930 to more than $113 million today. With more than 13,000 
stockholders, 80 percent, or more than 10,000 reside within the four- 
State area we served. 

We concede that some strengthening of existing legislation may be 
in order, but certainly not of a type which is punitive or which results 
in a freeze. We are proud of our record of 25 years of bank holding 
company operation, and we strongly deny that any need has been 
shown for legislation of the severity of that in H. R. 2674. 

I want to thank you sincerely for the opportunity to present my 
views, and I would like also to take this opportunity to endorse the 
testimony of Mr. Gidney and Mr. Martin and Mr. Robertson, as I 
understand it was given earlier this week, with one exc eption: 

I note Mr. Martin refers to the fact that it is his belief that it would 
be proper for States to legislate to the end that a holding company 
could not cross a line and acquire a bank in their State. That gets 
back to my argument of dual banking. I have covered that in some 
two pages of my statement, and it seems unnecessary that I should 
treat it again. It is shown in the lower part of page 4 and continues 
on through page 5. 

Thank you. 

The Cuamman. Mr. Jenkins, I was rather surprised to hear you 
say that you think this bill would have the effect of weakening the 
dual system of banking. The main purpose of the bill was to leave 
the statutes in status quo, and not take anything from them under 
their authorities. 

You construe this bill so that the State supervisory authorities would 
have the power to veto the establishment of a national bank and the 
acquisition of a national bank in a State? 

Mr. Jenxtns. I understand that the State would have the right, 
if we wanted to acquire a bank in this other State, under this bill, the 
State would have the right to say no. Now, that might be a national 
bank that we would want to acquire. Therefore, they are saying who 
may be stockholders in a national bank. 

The Cuatrman. Do you think the State supervisory authorities 
could veto the establishment of a national bank in the State ? 

Mr. Jenkins. Will you repeat that. » please? 

The Cuatrman. I say, do you think the State supervisory author- 
ities could veto the establishment of a national bank within that State, 
if you had the proper authority from the Federal Government ? 

Mr. Jenkins. They might be inclined to do so. 

The Cuatrman. I don’t think they have any such power. 

Mr. Jenkins. Well, then, maybe I am wrong on that. But I would 
argue, and urge, that ‘the States be permitted to operate and legislate 
for State banks, and that the Federal Government for national banks. 

The Cuarrman. I think that is the very fundamental purpose of this 
bill, and I don’t believe it would enlarge the powers of the States at 





CONTROL AND REGULATION OF BANK HOLDING COMPANIES 367 


all. As a matter of fact, there is a provision in this bill reserving to 
the States all the rights they now have. 

How many States banks and how many national banks does your 
corporation control . 

Mr. Jenxrns. We have some 75 banks, Mr. Chairman, and we have 
slightly more national banks than State banks. 

The Cuarrman. Are you engaged in any other business except that 
of banking, the holding of banks? Do you own other industries or 
businesses not connected with banking ¢ 

Mr. Jenkins. Well, we have the First Bank Credit Corp., which is 
a wholly owned subsidiary, with approximately a million dollars of 
invested capital, which operates in 9 States with 13 offices, originating 
almost entirely title I paper—that is sold to and carried only by our 
own affiliate banks. 

The CuatrMan. How large a corporation is that ? 

Mr. Jenkins. That is a corporation with roughly a million dollars 
of capital and as of December 31 it had sufficiently $65 million worth 
of paper originated that was carried by the affiliates. 

The Cuarrman. Is that the only nonbanking interest you have? 

Mr. JENKINS. Yes, sir. 

The Cuairman. How do your State banks assets compare with 
those of the national banks you control 

Mr. Jenkins. Do you mean in dollar volume ¢ 

The CuHarrMan. Yes, sir. 

Mr. Jenkins. Our national banks would be very, very substantial- 
ly in excess of the State banks. 

The Cuatrman. And those banks were organized under the laws 
of the various States where you operate, the State banks ? 

Mr. JenKINS. Yes, sir. 

The Cuarrman. That is all [ have. 

Are there any questions by members of the committee ? 

Mr. Mucrer. Mr. Chairman. 

The Cuarrman. Mr. Multer. 

Mr. Murer. In line with what you said, Mr. Chairman, about the 
full rights being reserved to the States, that language is set forth in 
two different sections, and reserves to the States the full and complete 
authority over State banks and State banking. 

Mr. Jenkins, you mentioned that your holding company is in the 
process of raising some additional capital by a stock issue ¢ 

Mr. JENKINS Yes, sir. 

Mr. Murer. What is the total amount of the issue ? 

Mr. Jenkins. The shares would be roughly 360,000, and the antici- 
pated sale price would be roughly $11 million, Mr. Multer. 

Mr. Mutter. Eleven million dollars ? 

Mr. Jenxtns. Yes, sir. 

Mr. Mutrer. I think you said $9 million was intended to be used 
for capital to the banks owned by your holding company ? 

Mr. Jenkins. That is correct. 

Mr. Mutter. What is intended to be done with the other $2 mil- 
lion ? 

Mr. Jenkins. That will go into the treasury and be available for 
any normal corporate purpose. 

Mr. Munrer. What other corporate purposes does your holding 
company have, besides that of operating the banks which it owns? 
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Mr. Jenkins. None whatever. We feel that it would be highly 
desirable to have a little excess money in the treasury. We have in 
mind at the present time starting one bank in western Montana, for 
which we have been given a charter, and in the distant future—I mean 
possibly in 18 months—we have a second bank in mind. 

I might add that for the past, I think I can say approximately 5 
years, we have acquired 2 banks only. We are not on a broad pro- 
gram of expansion. 

Mr. Muurer. How many of the banks that your holding company 
owns have been organized by the holding company ? 

Mr. Jenxrns. I cannot count that up carefully, but I would say, 
Mr. Multer, through the years, over the 25-year period in which we 
have been operating, 10 or less. 

Mr. Moutrer. But you presently intend to organize another bank ? 

Mr. Jenkins. A small bank in western Montana; yes, sir. 

Mr. Mutter. Did I understand you in your original statement to 
intimate that there is no danger inherent in the concentration of 
economic power through centralized control of banks? 

Mr. Jenxrns. I made a statement somewhat along that line; yes, sir. 

Mr. Mctrer. That is your thought, sir, that there is no danger 
inherent in the concentration of economic power through centralized 
control of banks? 

Mr. Jenxins. That comes about in connection with this declaration 
of policy. 

Mr. Mutter. Yes, but I am trying to get your thought. I want to 
know whether or not you and your associates believe that there is or 
is not an inherent danger in the concentration of economic power 
through centralized control of banks. 

Mr. Jenxrns. I think I would have to answer that by saying that I 
recognize that there would be—there could be. I don’t think that 
there is any abuse of power in our type of operation. Maybe I am 
speaking 

Mr. Moutrer. You certainly would object to the nationalization of 
banks, would you not? 

Mr. Jenkins. I would. 

Mr. Mutter. I would, too, and I think most of the Members of this 
Congress would. When you get centralized control of banks you are 
getting awfully close to nationalization, which is just one step re- 
moved. That is the history of the nationalization of banks in Eng- 
land, is it not? 

Mr. Jenxrns. I think it is. 

Mr. Mutter. The banks in England today are nationalized, and in 
several other European countries, and the step which brought about 
ultimate nationalization of the banking system in those countries 
was the gradual concentration of power in a few people, or groups of 
people, and then the next step just couldn’t be resisted, the Govern- 
ment stepped in and nationalized the banking systems. That is his- 
torically correct, is it not? 

Mr. Jenxrys. Yes. 

Mr. Motrer. I think the only place where we didn’t have that situ- 
ation was in Russia, where when the Bolsheviks took over then they 
simply nationalized all banks in one fell swoop. With that exception 
I think nationalization was a growth of continued centralization of 
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control of the banks, with ultimate nationalization, and I think you 
agree, and your associates agree, that that is the last thing we want 
to have happen in this country. 

Mr. Jenxins. That is correct. 

Mr. Multer, if I may, please, make this statement: We are not, as 
I have indicated in my testimony, in disagreement with the idea of 
improving in some manner, if you care to call it that, or enlarging the 
supervision and the regulation. We for 20 years recognized that as 
this legislation has been introduced it has covered 3 primary points, 
or had been built around 3 primary points: Definition, acquisition or 
expansion, and divestment. 

Mr. Murer. Can you see any reason why, whether it be on the State 
level dealing with State banks and State holding companies, or on the 
national level, dealing with national banks, why there should not be 
just as complete and thorough control and supervision of the bank 
holding companies as there is of the individual banks? 

Mr. Jenkins. Well, first of all 

Mr. Mutter. I used the word “control.” I don’t mean that. I 
mean “regulate.” 

Mr. Jenkins. Yes, we have indicated our willingness to go along on 
fair and reasonable legislation, and, if you please, sir, my comments 
and arguments, if you call them such, this morning, are directed to 
ie end that, to do this thing we recognize there could be some prob- 
ems. 

Do it but do it in a manner that will permit us to live and grow 
normally under reasonable limitations and Federal supervision. But 
don’t nail us to the cross in such a way that we have to liquidate or 
just simply stand there and die a slow death. 

Mr. Mutter. There isn’t any doubt in your mind, is there, that a 
bank holding company is just as much carrying on banking business 
as the subsidiaries which it owns? 

Mr. Jenkins. Will you be kind enough to state that again? 

Mr. Mctrer. Yes. 

I say can there be any doubt but that a bank holding company is 

carrying on a banking business, the same as its individual ‘subsidiaries? 

Mr. Jenkins. No, I would take exception to that. That is not 
technically correct. 

Mr. Mutter. What is the difference ? 

‘ Mr. Jenkins. A holding company cannot do the things a bank can 
0. 

Mr. Murer. What can a bank do? It can take deposits and lend 
money. 

Mr. Jenkins. That is right. 

Mr. Mouurer. What can the holding company do? 

Mr. Jenkins. It cannot take deposits and lend money. 

Mr. Mutrer. But it sells stock to the public and takes the money 
that way instead of in deposits, and turns that over to its banks which 
the banks lend, and in many instances the holding company lends 
money, does it not? 

Mr. Jenkins. We might lend reasonable sums within the institu- 
tion or for affiliates, or something of that sort, but not as you think of 
the term loaning money, Mr. Multer, to individuals. 

Mr. Mutrer. Banking, whether you take it on the smallest com- 
munity level, or on the Bhaesst national level, does two things: It re- 
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ceives money from the general public, which it is obligated to return, 
and it earns money by lending money. Isn’t that so? 

Mr. Kitsurn. Will you yield, Mr. Multer? 

Mr. Moutrer. Surely 

Mr. Kireurn. I think, if I understand your question correctly, the 
difference lies in stock ownership. It is entirely different, selling stock 
to somebody. They are not loaning the corporation money. They 
are investing money, in the corporation, and they own stock, so that 
the money they pay into the corporation for that stock isn’t like a 
deposit, or it isn’t like a loan. 

Mr. Moutrer. Well, let us get down to the bank level. 

Your bank, for instance, or any other small bank—I don’t mean to 

say that your bank is a small bank. The general public buys stock, 

sometimes it may be 1, 2, 5, 20, or 50 people, or the general public. 
That is how the bank is capitalized. Then the general public is invited 
in to deposit money. The bank then makes 1 money not only on its 
capital which the stockholders put in, but also on the mone y which is 
deposited in the bank. 

The only difference between the bank holding company and the bank 
itself is that the bank holding company is not taking deposits, and 
is not dealing with the general public in making loans. But they are 
getting their capital from the general public, and they are lending or 
giving their capital to—when I say “giving,” I mean selling their 

capital for the stock—to the local banks. 

Mr. Kineurn. That that is entirely different to a loan. 

Mr. Mutter. Let us get to the next point, and see if they shouldn't 
come within the same regulatory powers and supervisory powers, 

You wouldn't consider for one moment allowing any agent of a 
foreign government to acquire ownership of the stock of your holding 
company, would you ? 

Mr. Jenkins. No: we would not. 

Mr. Murrer. Yet it is entirely possible that if an agent of a foreign 
country, unbeknown to you, came in and bought stock in your holding 
company, you couldn't very well prevent him from acquiring it. 

Mr. Jenkins. No, sir. 

Mr. Mctrer. Today, with this $11-million stock issue being offered 
to the public, you cannot control who is going to buy it, can you? 

Mr. Jenkins. No, we cannot. 

Mr. Mctrer. So a foreign agent could very easily acquire some 
of that stock ? 

Mr. Jenkins. That is right. 

Mr. Mvuurer. Therefore, isn’t it just as necessary that the super- 
visory banking authorities, State and National, know who is going 
to control this holding company, just as they must know who controls 
and directs the local bank ? 

Mr. Jenkins Well, I think I understand the point that you have 
in mind, yes. 

Mr. Mvutrer. Therefore, I think that the conclusion must be ac- 
cepted that if the banking authorities should have the right to inquire 
in the first instance as to who is going to own this new bank that is 
about to be organized, and who is going to direct it, that that super- 
visory power should continue right on up, or down to the ultimate 
control, even if ultimate control should go from the bank itself, or the 
stockholders of the bank itself, into a holding company. 
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Mr. Jenkins. Mr. Multer, if you would legislate along the lines you 
have sugested here, and we desired to acquire another bank, whether 
it be by starting a new bank through a charter or buying one, we 
would have to go to the Federal Reserve and ask their permission to 
acquire that bank and answer their questions and if they said “No,” it 
would be “No.” 

Mr. Mutter. I believe that both the Comptroller of the Currency 
and the State banking authorities, dealing with applications of State 
banks, have been violating the spirit and letter of the law, when they 
have permitted holding companies to be organizers of new banks. 
In every instance, every State, as well as the Federal statutes, require 
that the organizers of banks must be individuals and only individuals, 
and it also has limitations as to who the “y may be, and even though 
it is not written into the law every time the examiners from the I *ed- 
eral Reserve Board, the FDIC, and the C omptroller’s office, and the 
State examiners, go “out to inquire as to who is organizing a new bank, 
they not only inquire as to who are the directors, who are the loan 
officers, who will be the operating officers, what is their character, 
background, and experience, but in every instance that I know of 
they have also inquired as to who the stockholders are, and what their 
background is, even to the extent of asking whether or not the organ- 
izers, who will not be members of the board, have a fire, bankruptcy, 
or criminal record; and I think that is proper. And I think they 
are violating the spirit and letter of the law when they allow holding 
companies to be bank organizers without making the same kind of an 

inquiry of the holding company. 

We are told here that they have no authority to make the same 
inquiry as to the holding company. 

Mr. Jenkins. Wouldn’t your point be cared for, Mr. Multer, if the 
States continued, as they properly should, to contro] the State banks, 
and ask the questions, and the national examiners, the national banks ? 

Mr. Mutter. Yes. 

Mr. Jenkins. And if further the organization of a holding company 
had to first be approved by the Federal agency ¢ 

Mr. Mcurer. Yes, I think that might cover what I have in mind. 

Mr. Jenxrns. I would go along with that. 

Mr. Mutter. I think you mentioned something about competition 
between National banks and State banks, the nec essity for competition 
between National and State banks, in order to prevent too great a dis- 
parity between the corporate powers of the two types of banks. 

Isn’t it a fact today that there is no competitive difference between a 
National bank and a State bank ? 

Mr. Jenkins. That is right. They are both out for business in 
about the same general way. 

Mr. Mutter. "And the trend of all present-day legislation, both in 
the Congress and in the various State legisl: tures, is to ke ‘ep them 
both on an even keel, to see that neither one gets an undue advantage 
over the other ? 

Mr. Jenkins. That is correct. 

Mr. Mvuurer. And that there are no unfair restrictions leveled 
against one in favor of the other? 

Mr. Jenkins. That is right. 


Mr. Mctrer. That is to keep them on the same fair competitive 
basis ? 
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Mr. Jenkins. That is correct. 

Mr. Morrer. That isall,Mr.Chairman. Thank you. 

The Caarman. Mrs. Buchanan. 

Mrs. BucHanan. No questions, Mr. Chairman. 

The Cuarman. Mr. Kilburn. 

Mr. Kiipurn. I have no questions. 

The Cuarrman. Mr. Betts. 

Mr. Berts. The testimony of the independents, of course, is directed 
to the thought that they are fearful that some time in the future 
holding companies might take over these little independent banks, so 
I was interested in a remark you made when you discussed this Mon- 
tana situation. 

You said you decided, I believe, to move into the area. I would 
like to know the technique of moving into an area. Do you mean, 
in the light of what these independents have testified, you decided, 
say, to take over a bank in Butte, and a bank in Billings, or just what 
was your interpretation of the word “move” into an area? 

How does that fit in with the fear of these independents that you 
will take over? I think that is the basis for their objections. 

Mr. JENKINS. Maybe that was a careless expression on my part, 
the words “move in.’ 

I mentioned, in talking with Mr. Multer, that within the last 5 
years we have’ acquired, I believe, two new units, and one of them 
specifically the last one we acquired was a national bank in North 
Dakota. They wanted to sell that bank, and in almost every instance 
where we have an opportunity to take a bank, and I tell you sincerely, 
Mr. Betts, that we have many, many more banks offered to us than 
we care to take, and almost in every instance there are three primary 
points noticeable. 

First of all, the so-called independent bank has gone along in rather 
comfortable fashion, made some profits, and paid some dividends, and 
have reached the point where they have no provision for continuity 
of management. 

The second point is that the bank has grown, as all banks have 
grown, and it is necessary for them to put more capital into the bank, 
and they have paid dividends over the years to a goodly number of 
stockholders, and when the stockholders along with them have reached 
older age, and it is necessary that they raise a hundred or two hundred 
thousand dollars of new capital, it is not a very easy thing to do, to 
go around to all these stockholders and say “Come on back in with 
another ten or fifteen or twenty thousand dollars apiece.” 

So, first of all, there is the matter of management, continuity of 
management, and, secondly, the matter of capital, and, thirdly, they 
have generally outgrown their quarters, and that means today to 
house ‘properly a modest bank of 4 or 5 million dollars, an investment 
of $150,000 or $200,000, and they don’t like to spend that money. 

So they say, let us sell. 

Now, the bank that started out with $125,000 of capital, or $100,000 
of capital, and $25,000 of surplus, has grown up today where that is 
worth three or four hundred thousand dollars, and it is pretty hard 
to find the average individual who wants to go into a small community 
in that northwest area—and when I say small, I mean a town from 
600 people to two or three or five thousand people—and make an 
investinent of $350,000 to $600,000 to buy a bank, and in this little 
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North Dakota community it would have taken roughly $625,000 to 
buy that bank. 

If a man has $625,000 too frequently he does not want to go into that 
smaller community. He is looking around for something that would 
build up a little quicker. 

Mr. Berrs. That would hold in Ohio, say ? 

Mr. Jenkins. I think generally it would. I think you will find from 
the supervisory authorities that this matter of continuity is a serious 
one. No provision has been made to bring along management to suc- 
ceed the older persons. 

Mr. Berrs. You were here yesterday when Mr. Belgrano testified ? 

Mr. Jenkins. Yes. 

Mr. Berrs. Do you remember the question Mr. Brown asked him 
about the technique of acquiring banks / 

Mr. Jenkins. Yes. 

Mr. Berrs. He gave an example of a man who came up to him and 
asked him if they would buy his bank. 

Do you believe that that is, in general, what is involved in the 
acquisition of banks? 

Mr. JenKins. It has been entirely so in our case, and I certainly 
have no reason to question in the slightest Mr. Belgrano’s statement, 
because I have seen that same thing happen in our own instance. 

Mr. Berrs. Do you think that is true of most holding companies? 

Mr. Jenkins. It is to my knowledge. 

Answering the question that I think you have in mind, I do not 
know of any holding company that has gone out under cover of night 
and in closed doorways, and so on and so forth, attempted to make a 
quick deal. I cannot think of anything that would be more silly in my 
opinion as a member of the management of our group. 

Mr. Berrs. Frankly, that is what I had in mind when I asked the 
question. 

Mr. Jenxrns. If we had all the money in the world I think it would 
be silly for us to gc out and try to acquire all of the banks because it 
isn’t a sound economical thing to do in the economy. 

Mr. Berrs. One other question: Suppose you once acquired a bank, 
would your holding company have the authority to say to that bank 
“Now, you will charge so much interest rate on a loan, and you will 
pay out so much interest rate on savings accounts?” Or do you leave 
that to the competitive situation that exists in the district where that 
bank is located ? 

Mr. Jenkins. We do leave that to the local bank, and I can bear that 
out in this fashion, that the matter of interest paid on savings, in our 
75 banks, varies from a minimum here to a maximum there, and even 
in the two large banks, of the First National Bank of Minneapolis, 
and the First National Bank of St. Paul, they both pay different rates, 
and that is true every where. 

We might have one in a little city that pays 2 percent, and we may 
have another one over here that pays 114 percent. 

Mr. Berrs. Because of the fact that you are a holding company 
does it permit your local bank, say, to charge less interest than the 
independent banks charge on loans, or pay more interest on savings 
than the independent banks? 
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Mr. Jenxtns. I would say absolutely not. I am sure that can be 
borne out. I am sure if you would ask any gentleman in this room 
representing the so-called independent banks, at least those in com- 
petition with us in the West, would tell you we are excellent com- 
petition. We want to run clean banks, we want to take care of the 
community, and we want to make money, and we have a policy in 
our organization, and we maintain it, and have sworn by it through 
the years, that if our banks are properly run, and we certainly hope 
that they are, there never should be a time when an individual deserv- 
ing of credit comes into our bank and we have to say, “We are sorry, 
Mr. Johnson, we are just not making any loans,” it is our business to 
so operate our banks that we can always take care of those persons 
deserving and needing money in a crisis. 

Mr. Berrs. So the answer to the fear of these independent banks 
expressed here, you would say, first, is that you do not go out and 
stealthily pick them off? 

Mr. Jenkrns. Positively not. 

Mr. Berts. Inthe main, they come to you ? 

Mr. Jenkins. That is correct. 

Mr. Berrts. And, secondly, so far as competition is concerned, that 
you don’t exercise any control to see to it that they try to run an inde- 
pendent out of business by charging less interest on mortgages, or 
paying more on savings accounts ? 

Mr. Jenkins. Truly, Mr. Betts, such a statement is ridiculous, and 
1 would rest my case with the independents. I think they would tell 
you that we are fair competition, that we run good banks, we are 
‘areful and we try to make money, and we don’t pick on anyone, 

Mr. Berrs. That is all. 

The Cuarrman. Mrs, Sullivan? 

Mrs. Sutiivan. No questions. 

The Cuarrman. Mr. Nicholson ? 

Mr. Nicnoison. No questions. 

The Crairman. Mr. Fountain. 

Mr. Fountain. Mr. Jenkins, I noticed in the opening portion of 
your prepared statement you said a number of your affiliated banks 
had decreased from 105 to a low of 72. What prompted that decrease ? 

Mr. Jenkins. We found a great many of these banks had gone into 
communities, and the community, so to speak, was overbanked. In 
other words, in the late twenties there might have been as many as 4 or 
5 banks in a small community, and following the disaster and the tough 
days of the early thirties, there just was not sound need at all for 
4 or 5 banks, dying slowly on the vine. 

Mr. Fountain. What did youdo? Just liquidate? 

Mr. Jenkins. In several instances, where we thought for the good 
of the community, and the good of the banks themselves, we would 
put 2 or 3 banks together and make a good bank instead of the 2 or 
3 weak ones. 

Mr. Fountain. I noticed on page 9 of your statement that you sug- 
gested the three areas in which you thought that perhaps legislation 
would be helpful. The third one you suggested was the requirement 
that holding companies must divest themselves of all interests whicn 
in the opinion of the administering agency are not a proper incident 
to the business of banking. 
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Of course, that would mean that in the case of Transamerica, whose 
representative testified yesterday, it would have to divest itself of 
the Occidental Life Insurance Co. 

Mr. Jenxrns. I think it is rather difficult for you to draw me into 
that type of discussion. a a 

Mr. Fountatn. Well, let us take a hypothetical situation. Ina situ- 
ation where a holding company does own a life-insurance company, 
would that requirement, in your opinion, necessitate the holding com- 
pany divesting itself of ownership of the life-insurance company ? 

Mr. Jenxins. I think in fairness I would have to say that it could. 

Mr. Fountatrn. It could? 

Mr. Jenkins. Yet, my point is that if the Federal Reserve—and 
I keep saying the Federal Reserve because I assume that would be 
the supervising agency—should have discretion. There may be 
extenuating circumstances, that in an argument to them would com- 
pletely justify a particular type of operation. 

In this present day, Mr. Fountain, consumer finance has come to be 
a very active part of the banking business, and I think it would be 
rather easy for me to argue that the consumer finance business is closely 
related to the business of banking, if you are acquiring paper even 
from distant points and carrying that paper within your own organii- 
zation as distinguished from an overall national operation, such as 
General Motors, where they accumulate the paper from distant points 
and sell it to distant points. 

Without trying to argue that out in your presence, I think that the 
Federal Reserve Board would be well able, with discretionary power, 
to determine this matter of divorcement. 

Mr. Fountatn. My reason for mentioning the Occidental or any 
other insurance company is that I think insurance companies, cer- 
tainly the right kind of insurance companies, are just as important to 
the general welfare as banks. 

What does your company do in behalf of a local bank which you 
own which the bank cannot do for itself ? 

Mr. Jenxrns. It is customary, Mr. Fountain, with all banks—let 
us take an.independent bank, for instance, and here is a man operating 
a little shop, we will say, of anywhere from 21% to 5 million dollars, 
spoken of as a small operation. 

It is understandable, I am sure, that the managing officer of that 
bank is not a qualified bond expert. So he would look to the large 
eastern banks, like maybe the New York bank, which would pretty 
generally handle his bond account, or maybe the Twin City banks, 
because they have experienced bond men. We do a lot of investing, 
and handling of that type of thing within our organization. We help 
them with advertising, we help them with auditing, we help them 
with innumerable things that could be centralized and handled to much 
greater benefit from a central agency, and we help them with credits. 

Take a community in some remote point, they are confronted some 
morning with an opportunity to loan very substantially to a branch 
of a national organization, we will say, that wants to store 10,000 cases 
of eggs. Well, they don’t know a thing about loaning on 10,000 cases 
of eggs. Conceivably they might ask us to look into the credit. We 
might know that that firm is a good name, and we could tell them 
something about the nged for eggs, or the advancing of money on but- 
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ter, and how butter is stored, and what determines good butter from 
bad, and how far you can go on loaning on it, and that sort of thing. 

It is difficult to say in so many words what we do, but we counsel 
and advise with them, and help them in every way possible. 

Mr. Founratn. Would pan not also, in the event they needed it, 
provide them with capital 

Mr. Jenxrns. Indeed so. I just mentioned a moment ago—it is 
possible that you hadn’t come in—we are selling some stock at the 
present time, roughly 10 or 11 million dollars worth of stock, of which 
we are proposing to put $9 million back in to strengthen the capital 
ratios of our banks. 

Mr. Fountarn. How many stockholders did you say you have in 
the First Bank Stock Corp. ? 

Mr. Jenxrns. Something over 13,000. 

Mr. Fountarn. Can you tell us how much was paid out in dividends 
to those stockholders during the year 1954? 

Mr. Jenkins. [think I can, sir. 

We paid out $1.30 a share, on roughly 3 million shares of stock. 

Mr. Founrarn. I wonder if you could tell us the largest amount of 
stock held by any one individual in your company ? 

Mr. Jenxrns. I can’t, largely for this reason, Mr. Fountain: We 
have a number of individuals. Let me go back first and say when 
our corporation was organized in the year 1929 a great many individ- 
uals owning substantial blocks of stocks in banks took our shares, and 
as a result a family conceivably could have as many as 200,000 shares 
of our stock. Since that time that has been largely broken up through 
trusts. 

Now, there is no one individual that owns a great large block of 
our stock. We have, as stockholders, investment groups, insurance 
companies, and individuals, but as I pointed out, in the four-State 
area in which we operate, we have about 80 percent of our stock owned. 

Mr. Fountarn. How many shares of common stock do you have 
outstanding ? 

Mr. JeENKrns. Roughly 3 million shares. 

Mr. Fountatn. You stated that you could conceive of certain abuses 
which might enter into the picture. I wonder if you could give us the 
benefit of your thinking as to what some of those abuses might be 
which might creep into the holding company system ? 

Mr. Jenxins. Mr. Fountain, I find it difficult to sit here today and 
say what conceivably could happen over a 20-year period. I recognize 
that there might be—I would not by the same token say that nothing 
can happen, something could happen—in my opinion, it wouldn’t be 
sound for us to go into, shall I say, the State of North Dakota, if we 
had all the money necessary, and buy all of the banks in North Dakota. 
We would not do that. It is conceivable that another holding company 
might be organized, and might determine that they would buy all of 
the banks in Iowa, and I don’t think that would be a proper thing. 

That is just some of the forward thinking along the line you suggest. 

I question in my own mind whether it would be for the best interests 
if several of the holding companies went together, and went from 
companies to companies, with a string of banks clear across the coun- 
try, and then expanded that north and south. Conceivably that might 
get out of hand. I am not saying that it would. But you asked me 
the question what could happen, and those are remote possibilities. 
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Mr. Fountatn. I asked that question because, after all, you are in 
the business, and it seems to me that a man in the business might 
be in a good position, even though he may not always want to say, to 
anticipate what those dangers might be. 

Mr. Kirsurn. You cannot buy any bank unless they want to sell 
it, can you? 

Mr. JENKINS. There is no way in the world. 

Mr. Kizgurn. You have been talking about buying all the banks. 
You could not buy them all unless they wanted to sell them. 

Mr. Jenkins. That is true. 

Mr. Fountain. Do you have any stockholders who own a substan- 
tial amount of stock in your company and also a substantial amount of 
stock in one or more of the individual banks which you own? 

Mr. Jenkins. No, Mr. Fountain, for the simple reason that we own 
a very substantial majority of the banks; I say “we,” meaning the 
corporation. 

Mr. Fountain. Do you have any banks in which you own less than 
50 percent of the stock? 

Mr. Jenkins. We do not. 

Mr. Founrarn. In how many instances is your bank or one of the 
banks you own the only bank in a community? 

Mr. Jenkins. In a limited number, and they are very small towns, 
obviously, where that istrue. Let me think quickly. 

We have two in Montana, the little city of Fort Benton, Mont., 
head of the Missouri River. That is a small community of I would 
say 700 people. And we have the only bank in the little city of For- 
ray Mont. That is on the main line of the Great Northern, and 
that in turn, is a small county seat town, division on the railroad, and 
we have three such in South Dakota, and a limited number in North 
Dakota and Minnesota. 

Mr. Founratn. Would you approximate the total number? 

Mr. Jenkins. I would say roughly less than 15. 

Mr. Founrarn. Has there been any attempt on the part of local peo- 
ple to organize another bank in those communities ? 

Mr. Jenkins. Yes, there has. We have one in which the local peo- 
ple came in and we think that if it is a sound operation there is no 
reason why there should not be two banks. 

Mr. Focnrarn, In any of these instances did you resist the coming 
in of another bank? 

Mr. Jenkins. No, we did not. I was just bringing that point out. 
There are points at the present time where frankly I could see and I 
rather expect that sooner or later another bank will come in. I think 
- is j ustified if the economy of the community would support another 

ank. 

Mr. Fountarn. That is all. 

The CHatrman. Mr. Reuss. 

Mr. Reuss. Mr. Jenkins, on page 9 of your prepared statement, 
speaking of H. R. 2674, you suggest that you tio favor legislation 
which will provide complete coverage of the three basic points with 
respect. to bank holding companies which have been discussed, and 
your second point is the regulation of expansion by the Federal Re- 
serve Board. That is your position? 

Mr. Jenxrns. Yes, it is. 
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Mr. Revss. On page 2 of your prepared statement you object to 
the declaration of policy which provides that it shall be the policy 
of this act “to minimize the danger inherent in the concentration of 
economic — through centralized control of the banks.” 

I have this confusion in my mind, this difficulty with your position, 
which I would like you to > ti up for me. 

In understand perfectly your objection to sections 5 (b) and (c). 
However, what kind of control by the Federal Reserve Board over 
competitive expansion of bank holding companies do you favor? 
What criteria would you suggest he incorporated in an act of this kind 
to govern the Federal Reserve Board in its granting or failing to 
grant approval for the acquisition of additional banks by holding 
companies ? 

Mr. Jenxins. Let us take this matter of expansion, first of all, and 
that is the primary one in this discussion. 

The Federal Reserve Board would and could have the simple right 
to grant to us, or to any holding company applying, the right to 
acquire a bank or not to acquire the bank. After the Federal Reserve 
had had an opportunity to get an expression of opinion from the State 
supervisor of the State in which that bank was located, and after the 
Federal Reserve had made any physical examination they cared to 
make, and had satisfied themselves that there was a need for this 
thing, the holding company was asking for, and if they were satisfied 
there was no need for it, they would refuse to grant permission. 

Mr. Reuss. You certainly are not favoring the idea that Congress 
should abdicate its power and grant complete discretion to the Fed- 
eral Reserve Board as to whether it should or should not grant, in a 
specific instance, approval of the acquisition of a new bank? 

Mr. Jenkins. Well, I do feel that the situation would be well cared 
for if the Federal Reserve Board were given the power to determine 
those questions. I think it would be extremely difficult, Mr. Reuss, 
if you tried to so write this story out in words that you would meet 
every imaginary abuse that could come up over the period of the next 
15 or 20 years. I think that would be tragic because I am afraid the 
language would become so involved that none of us would be able to 
work it out. 

Mr. Reuss. You would set down in the legislation no standard at 
all to govern the Federal Reserve Board in its exercise of this power? 

Mr. Jenxrns. Yes, within reasonable limitations I think you could 
set forth the right for the Federal Reserve Board to view and review 
this situation locally, wherever the situation might be occurring, and 
determine in their own mind if it was a sound constructive thing to 
do, or whether it was not. I believe it could be done within those limi- 
tations. 

Mr. Reuss. That still would give no guidance to the Federal Re- 
serve Board as to what Congress thought was a good as opposed to a 
bad proposed acquisition ? 

Mr. Jenkins. Well, they come today as near as being experts as 
anyone could in the matter of general banking experience, and it 
would seem to me, sir, that you might safely leave that to their good 
judgment. 

Mr. Kirsurn. Would you yield, Mr. Reuss? 

Mr. Reuss. Yes, sir. 
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Mx. Kirsurn. On that point, don’t you think it would be a good 
thing to put in here that the Federal Reserve should consider whether 
a monopoly was being established ? 

Mr. Jenkins. Yes, I would offer no objection to that. 

Mr. Kireurn. Is that your idea, Mr. Reuss? 

Mr. Reuss. Yes, I thank the gentleman from New York. I amstill 
confused, however, Mr. Jenkins, as to how you feel now that that 
would be a worthy criterion to put in the bill, and yet object, as you 
do, on page 2 of your prepared testimony, to the phrase that the mini- 
mization of the danger inherent in concentration of economic power 
through centralized control of banks should not be the statement of 

olicy ¢ 
4 Mr. JENKINS. I believe on one former occasion I testified, and I 
read here: 


to expand the size or extent of the bank holding company system involved be- 
yond limits consistent with adequate and sound banking and the public interest, 
and the preservation of competition in the field of banking. 

Mr. Reuss. You would favor that ? 

Mr. Jenxins. I would go along with that. 

Mr. Reuss. Some such criteria ? 

Mr. JenxIns. Yes. 

Mr. Reoss. Thank you. 

Mr. Fountain. In that connection, do you object to the language 
used in that statement of policy—is that your objection to the language 
used ¢ 

Mr. Jenxins. Well, yes, to the language used and the fact that if 
you attempt to get in there in any manner and set up a policy of that 
sort—if you do this thing, Mr. Reuss speaks of, wouldn’t you be ac- 
complishing the same purpose, Mr. Fountain, giving them a guide 
without having to write something into the bill which would be a decla- 
ration of policy ? 

The Cuarrman. Mr. McDonough. 

Mr. McDonoveu. Mr. Jenkins, are all of your banks members of 
the Federal Reserve System ? 

Mr. Jenkins. All but 2 or 3, Mr. McDonough. 

Mr. McDonoveu. And all of the States in which you operate permit 
branch banking ? 

Mr. JENKINS. One State, South Dakota. 

Mr. McDonoven. Only one permits branch banking? 

Mr. Jenkins. Yes. Now, there are so-called forms of multiple 
banking. The State of Montana has a rather peculiar law which per- 
mits the acquisition of a bank in an adjoining county, but does not 
let that go beyond that county. You can surround a county with 3 or 
4 or 5 branches as branches of the parent bank provided they were in 
the counties touching the border. 

Mr. McDonouen. And you can only have one branch bank in each 
county ? 

Mr. Jenxrns. I don’t know that that is specifically mentioned, but 
you cannot go beyond that county. 

Mr. McDonoveu. Do all of the States in which you operate permit 
banking holding companies? 

Mr. Jenxrns. Yes. 

Mr. McDonoveu. There is no law against it ? 
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Mr. Jenxins. No law that I know of. 

Mr. McDonoveu. No affirmative law, but there is no negative law? 

Mr. Jenkins. That is right. 

Mr. McDonoveu. In your opinion is the bank holding companv 
similar to an investment fund corporation ¢ 

Mr. Jenkins. Would you ask that again, please ? 

Mr. McDonoveu. Is a bank holding corporation similar to, insofar 
as its responsibility to stockholders, and its operation of its assets, 
similar to an investment fund corporation ? 

Mr. Jenkins. It might be likened to that ina way. It is an oppor- 
tunity for a group of a great many people to come in with a few dollars, 
or many dollars, and acquire an interest in a banking operation over 
a given area. 

Mr. McDonovuen. Invest in diversification ? 

Mr. Jenkins. That is right. 

Mr. McDonovueu. They invest more in diversification in an invest- 
ment fund than in a bank holding corporation, because there they are 
investing only in bank stock. 

Mr. Jenkins. That is true. As you well know, Mr. McDonough, 
there are various of these investment funds that are set up along 
chemical lines, or some other line, and you might construe that as 
being true in our case with a bank holding company. 

Mr. McDonovueu. You mean that there are certain specialties in the 
banking interests that you seek to acquire, certain types of banks, or 
do you have any policy, for instance, in your corporation, to acquire 
only banks of a certain type, or do you take any kind of a bank that 
may be offered for sale ? 

Mr. Jenxtns. No, I think we would speak about ours as a—shall 
I put it this way: I do not believe we would be interested in going into 
a very small community and buying a small bank, even though it 
might be offered on attractive terms, or something of that sort. We 
would consider the economy of the area that we were going to go into 
and we would consider many things—the possibility of getting sound 
management to make their home in an area, and the many things that 
would enter into a normal operation, just as you and I as individuals 
might consider it if we were going in. 

Mr. McDonovueu. In the area in which you operate you have some 
75 banks, you say ? 

Mr. JENKINS. Yes, sir. 

Mr. McDonoven. The area in which you operate is largely agricul- 
ture; is it not? 

Mr. Jenkins. Yes, it is, but there is a surprisiing amount of national 
industry in the area, Mr. McDonough. 

Mr. McDonoven. But in your particular instance you don’t seek out 
agricultural areas and buy banks in agricultural areas only, but you 
go into industrial areas also? 

Mr. Jenxrns. Indeed we do. 

Mr. McDonoucn. You like them both ? 

Mr. Jenxrtns. We like them both. 

Mr. McDonoveu. You are not, then, specializing in any particular 
type of banking. You do all types of banking? 

Mr. Jenkins. We cover that area all the way from farming to live- 
stock, all types of agriculture, processing of grains and feeds, mills, 
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mines, elevators, oil wells, and everything that is in that great big 
Inland Empire. 

Mr. McDonovuen. You heard the testimony yesterday of Mr. Bel- 
grano, did you? 

Mr. Jenkins. Yes, sir. 

Mr. McDonoveu. Do you recall when the questioning came up about 
the fact that Transamerica does not permit any of its banks to loan 
money to any of their nonbanking interests ? 

Mr. Jenxins. Yes, sir. 

Mr. McDonoveu. Do you think that is good business ? 

Mr. Jenxrns. I do. 

Mr. McDonovueu. Do you think it is necessary that we should have 
law to that effect so that it would prevented? I don’t know what the 
law is now, insofar as the various States are concerned. I don’t think 
there is any Federal law against it. 

Mr. Jenkins. I haven’t given that subject too much thought, Mr. 
McDonough. It isn’t conceivable in my mind that sound manage- 
ment would permit it to do otherwise. In other words, sound manage- 
ment would recognize that that is not a proper thing to do, and not 
do it. 

Mr. McDonoveu. However, that is permitted, or it is done, gener- 
ally, in manufacturing interests. A large corporation, General Mo- 
tors, for instance, has a number of subsidiary manufacturing firms. 
Out of the profits of General Motors they undoubtedly sustain any 
one of the weak subsidiaries that need capital to sustain their business. 

Mr. Jenkins. I think that is somewhat of a different story when 
you are talking of industry, because you can look on that almost as 
departments, as distinguished from separate corporation units in our 
instance. 

Mr. McDonoven. Why do you think it is bad for a bank that has 
nonbanking interests to loan money to its nonbanking interest ? 

Mr. Jenxins. I just do not think you should get your dollars 
mixed up with my dollars. In other words, you are charged with the 
custody of these funds, and you are operating banks, and you are not 
presumed to be using this money to run your own business, and I do 
not think any sound management would do that. Mr. Belgrano testi- 
fied he would not. Iam sure we would not. 

Mr. McDonoven. You mean that could be construed as jeopardy of 
the funds with which you were entrusted ? 

Mr. Jenkins. I think as in any instance, Mr. McDonough, those 
are trust funds, so to speak, and primarily no one ever told me when 
I went into a teller’s cage, which I do frequently—I don’t take money 
because that isn’t your money. There are certain thinks which are 
just understood in that business. If you are a sound and fair and 
proper manager you are not going to do certain things, and that is one 
of them. 

Mr. McDonovuen. It it is good business practice, and there is a pos- 
sibility of some evil in the use of the practice, don’t you think there 
should be law to prevent it ? 

Mr. Jenxrns. Maybe there should. It certainly wouldn’t do any 
harm. 

Mr. McDonovueu. That is all. 

The Cuarrman. Mrs. Griffiths? 
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Mrs. Grirrirus. Do you feel that the holding company has competi- 
tive advantages over branch banking ? 

Mr. Jenkins. No, I do not. 

Mrs. Grirrirus. Then if we threw out this law, and forgot all about 
it, and passed a law that all branches could buy anything they chose to, 
any other type of business, extend themselves by buying other banks, 
cross State lines, would you have any objection ? 

Mr. Jenkins. That is a very lengthy question, Mrs. Griffiths. 

It seems to me that we are not at odds at all—I say “we,” meaning 
I, am not at odds with your thinking, in that I have indicated a will- 
ingness to accept and support reasonable and fair legislation, doing 
these things set forth in the bill. Now, you speak of branch banks 
buying and trading, and so on, and so forth. 

Mrs. Grirrirus. Or even single banks. Supposing we let single 
banks do it. 

Mr. Jenkins. What would you let a single bank do? 

Mrs. Grirrirus. Buy other banks, buy other businesses, deal with 
other banks, and other businesses. Do you think there would be any 
objection to that ? 

Mr. Jenkins. Do you mean are you asking me if I think it would 
be all right for an individual bank to do what a holding company 
does? 

Mrs. Grirrirus. Yes. 

Mr. Jenxrns. I don’t see any reason why, if they want to do what 
we have done, they couldn’t organize a holding company and do that. 

Now, true, if you put limitations on how we can act from here on 
out, then, of course, they, too, would be held in line. 

Mrs. Grirrirus. Don’t you think that one of the real problems in 
this bill, one of the first things you have to consider, is whether or 
not Mr. Kilburn’s bank, for instance, is going to be put in the same 
competitive position as your own banking system? Isn’t the real 
et meus that all men who approach the law, in this matter, are not 

ing treated equally? Some laws are kind to bank holding com- 
panies, and others to unit banks? 

Mr. Jenkins. I don’t really quite agree, Mrs. Griffiths, if you will 
pardon me saying it in that fashion. I think that a holding company 
is not a bank, of course, and our banks have no advantage whatsoever 
over anyone else’s bank. Our banks are separate corporate unit banks 
in the community, and they operate just exactly as any other one does. 

Mrs. Grirrirns. Except for that holding company. 

Mr. Jenkins. Except for that holding company. 

Mrs. Grirriins. Yes. 

Mr. Jenkins. Now, let me be completely specific, and sitting in the 
room at the moment is Mr. Ben duBois, whom you have heard testify 
numerous times. In Sauk Center, Mr. duBois owns a bank, and there 
is one other bank in that town, and we own the other bank in that town. 

Now, there is no thing this morning that Mr. duBois can do in his 
bank that we cannot do in ours, and there is no single solitary thing 
that we can do that he cannot do. 

Mrs. GrirrirHs. Except that that holding company can do a lot of 
things he cannot do. 

Mr. Jenkins. What could the holding company do that would bene- 
fit our bank that would hurt Mr. duBois? That has never been made 
clear to me. 
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Mrs. Grirritus. Well, if it hasn’t been made clear, then, why do you 
operate a holding company ¢ 

Mr. Jenxins. Our holding company—I thought I had explained 
that, Mrs. Griffiths, possibly you weren’t here at the moment—as to 
why we operate in the five-State area as we do. To meet the condi- 
tions in that area, all through these years, since the beginning of time, 
we have centered through the Twin Cities. There just is not the 
money in that country, capital hasn’t been built up to the point where 
the community can support itself from the standpoint of developing 
industry. ° 

Mrs. Grirritis. I would like to say that I think that everybody 
should be treated the same before the law, as far as it is humanly 
possible, and I think either we should go along on this type of bill 
and control you exactly as unit banks are controlled, so that all these 
people have exactly the same competitive advantage, or we should 
throw this whole thing out and treat everybody else as you are treated, 
as a holding company, because for my purposes I see no distinction 
whatsoever between a holding company and a bank, except that the 
bank has privileges and the holding company has privileges, and you 
have combined both of them to do business in any community. 

That is all, Mr. Chairman. 

The Cuatrman. Dr. Talle ? 

Mr. Tarte. No questions. 

The Cuatrman. Mr. Vanik. 

Mr. Vantk. I havea question, Mr. Chairman. 

Mr. Jenkins, in the material that was provided for us, we gather that 
your company has control of about 25 percent of the deposits, or you 
have about 25 percent of the deposits in your region ¢ 

Mr. Jenkins. That is correct. 

Mr. Vantk. And about 7 percent of the offices? 

Mr. Jenkins. Yes. 

Mr. Vanix. My question is this: In your statement you say you 
don’t want Congress, meaning your company does not want Congress 
to restrain your efforts to render service. With that we have no argu- 
ment. But with respect to what you call your area, the question that 
goes through my mind is what you call your area, as a practical 
matter, presents an atmosphere where someone outside of your own 
group of institutions, or those in which you are interested, can have 
this so-called fair opportunity to compete. 

Now, in the same manner that a group of stockholders, or that a 
stockholder, may own 10 percent of the stock in a corporation and 
control the entire activities and destinies of that corporation, is it not 
possible that your company, with its 25 percent of deposit strength 
and 7 percent of office strength and through the stock ownership, 
which I suppose you have in your competitors, isn’t it possible that 
you have every opportunity to dominate and control the banking and 
lending and the affiliated policies throughout that entire region? You 
can set up a loaning policy and the others have to fall in line with 
it. You can set up various banking and activity policies, and the 
others, because of your strength, must blend into it. 

My second question, because of your same degree or part in this 
regional control, is it not possible for you to exercise policy controls 
within and without the Federal Reserve System which may be in 
direct competition with it ? 
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Mr. Jenxrins. First of all, let me say that there just isn’t any way 
in my honest sincere opinion in the banking business in which you 
can dominate a community where there are other banks doing busi- 
ness. You cannot hold a man’s deposit in your bank if he doesn’t 
want to stay. 

Mr. Vanix. I am talking about a lending policy. 

Mr. Jenkins. And you cannot hold his loan if he doesn’t want to 
do business with you, and you cannot stay in business very long if 
you go in and think that you are going to get all the business in the 
community by cutting rates or by paying what could be termed an 
excess amount on deposits. 

I must concede, in line with your thinking, that it might be possible 
to move into a community ruthlessly, and as the common term is, just 
get away with ruthless activities for a period of time, but you cer- 
tainly wouldn’t stay in the banking business. You would go broke, 
and quickly. 

It is a business of trust and confidence and respect, and either you 
conduct yourself as a gentleman and carry on in satisfactory fashion, 
or you just don’t carry on. 

Mr. Vantk. With your 25 percent of deposit strength, don’t you 
suppose that any policies that your company may set forth for its 
affiliates, for the other banks in which you have financial interest, 
wouldn’t they be tremendously guided by your decisions on a given 
matter of policy? Assuming you don’t control them directly, 
wouldn’t they be considerably influenced by what you are doing ? 

Mr. Jenkins. I would concede that that would be very possible. 

Mr. Vanix. And at times couldn’t they be influenced even to a point 
where it might interfere with their own operation, might disturb 
them ? 

Mr. Jenkins. That could be, Mr. Vanik, and by the same token 
they might be influenced for good as well as for evil. 

Mr. Vanrg. Yes. 

Mr. Jenxtns. It is possible that we could move into an area and 
really do a job, as we have done, when a thousand banks were closing 
in that area, and not one of our banks closed, people were very, very 
happy that they had money in our banks at that time, and the holding 
companies were highly regarded and well spoken of. 

Today, because we have been through a period of prosperous years, 
there seems to be the feeling that the holding companies are the big 
bad wolf. I will concede, in answer to your thinking, that a ruthless 
individual might go in and literally get away with murder for a year 
or 2 or 5, but he could not last. After all, we are supervised and 
examined, and the supervisory agencies have the right to simply toss 
us out if we don’t conduct ourselves and our operations in proper 
fashion, and we cannot sit there arbitrarily and just do these things 
that would not be for the best interests of the community. 

Mr. Vanik. Isn’t it the power and the duty of Congress to safe- 
guard the public from what a ruthless operator might do as well as 
what a benevolent or good operator might do? 

Mr. Jenkins. I don’t dispute that, and I am not disputing your 
general theory this morning. I have indicated a willingness to go 
along. I am simply trying to give you a thought as to how the job 
might be done, and still permit us to carry on, grow, expand, and take 
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care of these 13,000 stockholders who have put $113 million worth of 
money to work in our organization. 

Mr. Vanik. Going to the second part of my question, what in- 
fluence do the holding company groups have on the Federal Reserve 
System ? . 

Mr. Jenxrins. Absolutely none at all, I would say, Mr. Vanik. I 
don’t see how conceivably we could in any sense dominate. 

You hear it said at times that the Federal Reserve banks are owned 
by the banks who have the money in there. Well, we have absolutely 
no more to say about the Federal Reserve Bank, or how it should be 
run, than the man in the moon. We just have absolutely nothing to 
say about it. . 

Mr. Vanrk. You exercise that influence through your member 
banks, that are in your group, of course ? 

Mr. Jenkins. If there is any influence in there anywhere along the 
line, I have never found it or how you could exercise it. They are just 
as remote from ownership as anything could be. 

True, we own stock. 

Mr. Vanrx. That is all, Mr. Chairman. 

The Cuarrman. Mr. Jenkins, you object to the statement of policy 
in the bill, to the effect that there is a danger in the concentration of 
economic power, because, I suppose, you feel that that might apply 
to holding companies, but as an abstract proposition I am sure you do 
feel there is a danger in the concentration of economic power; isn’t 
that true? 

Mr. Jenkins. Yes, I will concede that, sir. 

The Cuarrman. And don’t you think it would be a great abuse of 
power for one organization to control the credit and the money of a 
community and also engage in private enterprise in competition with 
other private enterprise ? 

Mr. Jenxins. That could be true, sir. 

The Cuarrman. That is all I wanted to say. 

Well, I realize that there is a distinction betwen the holding com- 
pany and the banks. The holding company is not in the banking busi- 
ness. But the holding companies are pretty closely associated with 
the banks because the holding companies can persuade the banks to do 
what they desire done. That is absolutely true, isn’t it? 

Mr. Jenkins. Well, they certainly have an influence, obviously, if 
they own the banks, yes. 

The Cuarrman. Well, I want to thank you for your statement. You 
have given us a very fine statement and we are glad to have your 
views. 

Mr. Jenkins. Thank you, sir. 

The Cuarrman. We will call Mr. Norman. 

He has a characteristic that I consider a virtue in that he comes from 


Kentucky. 


STATEMENT OF J. V. NORMAN, JR., EXECUTIVE VICE PRESIDENT, 
THE KENTUCKY TRUST CO. 


Mr. Norman. Thank you, sir. 
Chairman Spence, members of the committee, I appreciate very 


much the chance to appear before you. I will try to be as brief as 
possible. 
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My name is J. V. Norman, Jr., and I am executive vice president of 
the Kentucky Trust Co., and vice president of the First National Bank 
of Louisville, the second largest bank in Kentucky. 

I appear on behalf of the First National Bank Trustees, a holding 
company, which owns all the stock of these two banks. I am going 
to deviate slightly, at 2 or 3 points from the prepared statement, and 
I will so indicate at those points. 

In brief, our position is that we do not think that additional legis- 
lation to regulate bank holding companies is required. But if there is 
legislation we request modification of House Resolution 2674, in sec- 
tion 6 (c) (6), the divestment section. This section now reads as 
follows: 

(c) The prohibitions in this section shall not apply * * * (6) to the owner- 
ship by a bank holding company of shares, securities, or obligations of any com- 
pany which do not include more than 5 per centum of the outstanding voting 
securities of such company, and do not have a value greater than 5 per centum 
of the value of the total assets of the bank holding company. 

We request modification of this subsection to permit a bank holding 
company to own a subsidiary which can do the same things as a bank 
holding company is allowed to do by the language above cited. 

Such modification might take the following form: 

(c) The prohibitions in this section shall not apply * * * (6) to the ownership 
by a bank holding company, or by a subsidiary of a bank holding company, of 
shares, securities, or obligations of any company which do not include more than 
5 percentum of the outstanding voting securities of such company, and do not 
have a value greater than 5 per centum of the value of the total assets of the 
bank holding company. 

Or to the ownership by a bank holding company of shares, securi- 
ties, or obligations of an investment company which is not a bank 
holding company and which is not engaged in any business other than 
investing in securities, which securities do not include more than 5 
percent of the outstanding voting securities of any company and do not 
include any single asset having a value greater than 5 percent of the 
value of the total assets of the bank holding company. 

This provision is not new. A similar provision was included in 
S. 1118, 88d Congress, Ist session, as section 6 (b) (6), and has been 
included in several bills considered by previous congressional con- 
mittees, including that reported out by the Committee on Banking 
and Currency of the House of Representatives, 82d Congress, 2d ses- 
sion, in H. R. 6504, section 6 (b) (5). 

The CratrrmMan. Have you quoted the provisions in the Senate bill 
verbatim ? 

Mr. Norman. Not just above. I do so at the end of my statement. 

The CHatrMan. Proceed. 

Mr. Norman. The inclusion of similar paragraphs in former bills 
was the result of careful consideration and extended discussions. 

We believe that our situation in Louisville, to which this statement is 
directed, will demonstrate both the propriety of the clause and the in- 
justice that would result if it is not included in the pending bill. 

Now, as to who the First National Bank Trustees are: 

On July 1, 1925, a trust agreement was entered into by the stock- 
holders of the First National Bank of Louisville with various other 
corporations whereby all of the stock of the bank, except qualifying 
shares, and all of the stock, except qualifying shares, of the Kentucky 
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Title Savings Bank & Trust Co., now the Kentucky Trust Co., was 
laced in trust. 

The trust also owns an investment company known as the First Ken- 
tucky Co., which is concerned with investing its own money in readily 
marketable securities, in the manner of a management type investment 
trust, not in controlling companies the stock of which it owns. As of 
December 31, 1954, this company showed capital, surplus, investment, 
and dividend reserves of $4,448,427.65 at book value, which was 20.8 
percent of the total capital funds of the trust. First Kentucky Co.'s 
net asset value at market as of the same date was $7,741,039.29. 

The trust also owns a small fire-insurance company known as the 
First Kentucky Fire Insurance Co. doing business primarily as an 
agent and writing over 95 percent of its business in the county in which 
it is located. 

The foregoing are all of the assets of the trust other than cash and 
United States Government bonds. A consolidated statement of the 
trust as of December 31, 1954, is attached as exhibit A. 

Beneficial interests in this trust are owned by 716 individuals, fiduei- 
aries, and others. 

Next, as to the position of the trustees : 

We do not think it has been demonstrated that holding companies 
have not been operated in the public interest or that their expansion 
has resulted in unfair competition, but since we are most concerned 
with the provisions of the bill that will require divorcement of non- 
banking affiliates, our statement is directed to this part of the proposed 
legislation. 

We are concerned, seriously and sincerely, in the preservation of 
our right to continue to hold the stock of the First Kentucky Co. be- 
cause we believe that it has been and will continue to be a tremendous 
aid to sound banking and to the safe operation of the banks which 
we own. 

I hope to demonstrate that in just a moment. 

Its maintenance is very much in the public interest. While the 
First Kentucky Co. has been a profitable operation since its incep- 
tion, it has been and is primarily a reserve fund or cushion for the 
protection of the depositors of the banks and the beneficiaries of 
estates held by the trust company, as will be shown hereinafter. It 
represents. the most liquid type of risk capital that can be used to 
meet the exigencies arising in either of the two. 

First Kentucky Co., incorporated January 14, 1926, has been oper- 
ating consistently through this entire period as a company investing 
its assets in a diversified list of marketable securities or using its assets 
for the benefit of its bank affiliates. None of its activities has been 
affected by the Banking Acts of 1933 or 1935. It does not underwrite 
or distribute securities as a broker or dealer. 

I might add, we do not have any intercompany loans. 

A consolidated operating statement of the First Kentucky Co. for 
the period since its incorporation through December 31, 1954, is at- 
tached as exhibit B. In this period there was paid into the capital 
and surplus of First Kentucky Co. $5,545,000—that includes $1,080,000 
paid into First Kentucky Co. by merger with its predecessor, the 
Louisville Securities Co., which was established in 1921 with a capital 
of $6,000. In the period 1926-54, inclusive, earnings total $9,074,835. 
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Expenses before taxes and dividends were $1,012,982. including sal- 
aries of $665,992. Dividends in cash and kind total $7,036,634. Of 
this amount cash dividends paid to the trust and distributed to holders 
of trustees certificates total $4,730,371. 

Now, a word as to how First Kentucky Co. has aided the growth of 
affiliated banks. 

In addition to the dividends in the amount of $4,456,798 referred to 
above, cash dividends of $200,000 and $500,000 were declared in 1931 
and 1933 by First Kentucky Co. to the trust which, in turn, paid this 
money into the surplus of the First National Bank of Louisville. This 
action was taken to support the growing business of this commercial 
bank. This payment was made at a time when certificates evidencing 
participation in the trust were selling for 50 percent of book value 
and when bank stocks in general were selling at a distance from book 
value of 50 percent and more. 

Or, in other words, when it was hard to get bank capital. 

This payment was greater than all the capital, surplus and undi- 
vided profits previously subscribed by stockholders of the bank. 

The First Kentucky Co. also invested $500 000 in 1931 in additional 
shares of the First National Bank of Louisville to increase the bank’s 
capital by 50 percent, in support of its growing business, and conveyed 
the shares of First National Bank so purchased as a dividend in kind 
to the trust. 

Now, I would like to tell you briefly about what happened in 1931, 
because I think it illustrates particularly how the ownership, by us, 
of First Kentucky Co. has been of value to the banking situation, and 
to the welfare of the public. 

In the latter part of 1930 the National Bank of Kentucky, which 
was the largest bank in Kentucky, closed its doors. It was the largest 
national bank failure in history, up to that time, and it hit the city 
of Louisville very hard. 

By reason of being able to get this additional capital, contributed 
by First Kentucky Co., the First National Bank was able to make 
an arrangement with the receiver of the National Bank of Kentucky, 
under which the First National Bank undertook the obligation to pay 
off immediately two-thirds of the deposit liability of the National 
Bank of Kentucky, taking a claim against the assets of the bank, but 
making that amount of cash available to the citizens of Louisville. 

Mr. Tarte. Was the other third put in a trust account ? 

Mr. Norman. You mean the other third of the deposits of the 
National Bank of Kentucky ¢ 

Mr. Tate. Yes. 

Mr. Norman. No, sir; that was paid by the receiver as he liquidated 
the assets of the old National Bank of Kentucky, and the final pay out 
on the thing was about—I cannot give you the exact figure, but approx- 
imately 93 or 94 percent of the deposit liability, of which we paid 
6624 percent. 

Mr. Tare. I wasn’t sure but that you were leading up to comment- 
jing on reopening of the bank. 

Mr. Norman. No, sir; unfortunately it did not reopen. 

Mr. McDonovucu. Was that before or after the bank holiday ? 

Mr. Norman. Before. 

Mr. McDonoven. Thank you. 
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Mr. Norman. Similar actions were taken with respect to other affil- 
iates of First Kentucky Co., in the total amount of $956,264. 

At that time we owned other banks in Kentucky, banks which we 
have since sold to residents of those cities. In other words, we have 
done the reverse of the octopus. Most of the amount that I speak of 
went to provide additional capital to those banks during difficult 
times of the early thirties, and there was a time there when, following 
the bank holiday, our banks, in some of those cities, were the only ones 
that were open for miles around. 

The sum of cash dividends and dividends in kind paid to the trustees 
and not distributed to holders of trustees certificates, is $2,306,264. 

In 1952, 1958, and 1954 First Kentucky Co. paid cash dividends 
in an increased amount in order to permit the First National Bank of 
Louisville and the Kentucky Trust Co. to accumulate their entire 
earnings and thus increase their capital funds to support their grow- 
ing business, and yet permit shareholders of First National Bank trus- 
tees certificates to receive regular distribution of dividends. Capital 
funds of the First National Bank of Louisville and the Kentucky 
Trust Co. have consistently been large in relation to deposits and risk 
assets when compared to other banks, and it is the aim of management 
to keep them that way as the vigorous growth of these two banks con- 
tinues. 

At December 31, 1954, after having paid to the trust dividends total- 
ing $7,036,634, First Kentucky Co., as above mentioned, had capital, 
surplus, investment, and dividend reserves of $4,448,428 ; the net asset 
value at market was $7,741,039. 

Now, a word as to how First Kentucky Co. supported affiliated banks 
during the depression. 

I have already given you examples of how that was done through 
making capital available to them. 

The importance to banks of having a reservoir of available liquid 
capital in troubled times is readily apparent to all. During the great 
depression of 1931-34, when so many banks had difficulties, the First 
Kentucky Co. proved its value to its affiliated banks and to the com- 
munity when its directors adopted a resolution pledging its resources 
to guarantee the value of the assets of the First National Bank of 
Louisville and the Kentucky Title Trust Co. This resolution, adopted 
voluntarily by the directors of First Kentucky Co. on March 9, 1932, 
is attached as exhibit C. : 

How the contribution of First Kentucky Co. to development of in- 
vestment department. 

The Kentucky Trust Co., a corporation founded in 1900 as the Ken- 
tucky Title Savings Bank & Trust Co., was for many years operated 
as a savings bank and, in addition to the business of receiving time 
deposits, loaned money secured by first mortgages on real estate. In 
1926 this company seriously undertook the acquisition of trust busi- 
ness. Book value of trust assets at the end of 1926 was $1,302,000; 
at the end of 5 years, 1930, $6,144,000; end of 1935, $15.714.000: end 
of 1940, $33,262,000; end of 1945, $47,792,000; end of 1950, $75,238,000; 
end of 1954, $98.291.265, | 

The growth of this department has been nurtured and supported in 
large part by investment personnel trained and, through the early 
days of the development of this department, paid by First Kentucky 
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Co. Similarly, this competent investment personnel has contributed 
to the excellent investment record of the First National Bank. 

Now, a word on First Kentucky Fire Insurance Co.: All of the 
stock of the First Kentucky Fire Insurance Co., except directors’ 
qualifying shares, is held in the trust. If legislation as proposed in 
the committee print is passed we will be forced to dispose of this in- 
vestment. 

We do not understand legislation which forces us to dispose of the 
stock of the First Kentucky Fire Insurance Co., but which permits 
the retention of a similar company by other banks because the stock 
of the company in the latter cases is owned by the bank and not by the 
holding company. We believe there are several such situations. We 
know specifically of one such situation. 

The main office of the Bank and Trust Co. to which we refer is 
located within 100 vards of our main office. They are our competitors. 
They are larger than we are. They operate a fine bank. They own a 
fire insurance company. Its stock is all held by the bank. Because 
the stock is held by the bank and not by the holding company affiliate, 
it would be retainable. We have no quarrel with their ownership of 
a fire insurance company. On the contrary, we think it is perfectly 
sound and proper. But we likewise believe it is sound and proper for 
the First Kentucky Fire Insurance Co. to be owned by the First Na- 
tional Bank trustees. 

We regret referring to a competitor for whom we have nothing but 
respect, but could think of no better way to show that the proposed 
legislation would be unfairly discriminatory. 

In justification for ownership by a bank holding company of di- 
versified investments outside the banking field has been recognized, 
we feel very sure that it is not in the public interest to require sever- 
ance from bank holding companies of all nonbanking affiliates where 
their activity is limited to owning a diversified list of marketable se- 
curities or holding stock in a corporation which a member bank may 
own. The Federal Reserve Board has recognized the justification for 
ownership by a bank holding company of diversified investments out- 
side the field of banking, and we submit that the principle applies 
equally to ownership of such securities by a holding company affiliate. 

The Federal Reserve Board comment on this matter, included in 
their memorandum submitted to Senator Robertson in April 1950, 
in connection with S. 3547, which was offered as a substitute for S. 
2318, is as follows: 

Comment: The substitute bill contains an exception to this provision which 
would permit the ownership of 5 percent or less of the securities of any one com- 
pany. Such an exception, the Board believes, is a justifiable one because it per- 
mits a bank holding company to continue to have diversified investments where 
the amount of each such investment is so small that it does not contravene the 
basic objective of the bill. In this connection, it should be noted that under 
provisions of existing law which would still be applicable to any holding com- 
pany which held a voting permit, a holding company is required to build up 
certain reserves of readily marketable assets; these assets now may consist of 
readily marketable stocks, as well as bonds, and there appears to be no good 
reason why this should not continue to be permitted. 

In concluding, may I say that there has never to our knowledge 
been any complaint about our operation by any depositor, any bor- 
rower, any competitor. On the contrary, I think it has been demon- 
strated that our holding-company resources have been of great value 
to our banks and to our community. 
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Specifically, we respectfully urge the following: 
(1) That no additional legislation with reference to bank holding 
companies is required. 

(2) That if legislation is originated by the House Banking and 
Currency Committee, the committee print be amended in either of the 
following ways: 

A. Add to section 6 (c) (6) the following 
or to the ownership by a bank holding company of shares, securities, or obliga- 
tions of an investment company which is not a bank holding company and which 
is not engaged in any business other than investing in securities, which securi- 
ties do not include more than 5 per centum of the outstanding voting securities 
of any company and do not include any single asset having a value greater than 
5 per centum of the value of the total assets of the bank holding company— 

B. Add to section 6 (c) (6) the provision which was included in 
S. 1118, 83d Congress, Ist session, as section 6 (b) (6), and has been 
included in several bills considered by previous mikcanmibal com- 
mittees, including that reported out by the Committee on Banking and 
Currency of the House of Representatives, 82d Congress, H. R. 6504, 
section 6 (b) (5), as follows: 
























or to the ownership by a bank holding company of shares or other securities or 
obligations of an investment company which is not a bank holding company and 
which is not engaged in any business other than investing in securities: Provided, 
That if the Board, after notice and opportunity for hearing, determine that the 
ownership or control of such shares, securities, or obligations of any such invest- 
ment company is resulting in the violation or evasion of any of the purposes or 
provisions of this Act, it may by order require such bank holding company to 
dispose of all or any part thereof forthwith. 

(3) That any legislation should provide that a holding company 

can retain an investment in the stock of any company which it— 
is legal for a bank which is a member of the Federal Reserve System or insured 
by the Federal Deposit Insurance Company to retain. 

Thank you very much. 

The CHarrman. Thank you, Mr. Norman. That seems to be a 
rather powerful contribution. It has been reported three times. I 
cannot see any objection to it being reported again. 

(The material referred to by Mr. Norman is as follows:) 


Exuripit A 
REPORT FOR 1954 


January 1—December 31 








This is a report of the trustees under a trust agreement with reference to the 
stock in the First National Bank of Louisville, Ky., and other corporations. 


FIRST NATIONAL BANK—13 CONVENIENT OFFICES 


. Main Office, Fifth and Court Place 

. Bardstown Road Branch, Bardstown Road and Douglass 
. Buechel Branch, Bardstown Road and Farmview 

. Dixie Highway Branch, 18th and Hill 

. East Broadway Branch, 725 East Broadway 

fastern Parkway Branch, Shelby and Eastern Parkway 
. Fourth Street Branch, Fourth and Chestnut 

. Portland Branch, 26th and Bank 

St. Matthews Branch, 3901 Frankfort Avenue 

. Security Branch, 403 East Market 

11. Shawnee Branch, 34th and Broadway 

12. South Louisville Branch, Fourth and Central 

13. Woodlawn Branch, 314 West Woodlawn 


59571—55 26 
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To THE OWNERS OF FirsT NATIONAL BANK TRUSTEES’ CERTIFICATES 


On July 1, 1925, all the shareholders of the Kentucky Trust Co. and all the 
shareholders of the First National Bank of Louisville, Ky., placed the stock 
of these companies in this trust, receiving in exchange First National Bank 
trustees’ participation certificates. All the capital stock of these two banks 
(except directors’ qualifying shares sold under a repurchase agreement), and 
all the common stock of First Kentucky Co. (an investment company with 
assets invested in marketable securities) and First Kentucky Fire Insurance 
Co. are held in this trust for your beneficial interest. The purpose of this sum- 
mary is to emphasize the fact that each trustees’ certificate represents a share 
in the assets and earnings of four separate corporations. While each corpo- 
ration is a separate entity, each serves to complement the services of the other. 
This close, coordinated relationship results in benefits for both the customers of 
the corporations and the holders of trustees’ certificates. 


Assets Held In Trust, Dec. 31, 1954 
Affiliated 


Shares Description corporations, 

: Book value * 
30,000 First National Bink of Louisville, Ky., common $100 par_ $10, 133, 708. 21 
10,000 The Kentucky Trust Co., Louisville, Ky., common $100 








eee eS he eta eee ee sees See ew EEL, eae ae Patt eaeee Be Eres 3, 229, 564. 86 
40,000 First Kentuck Co., Louisville, Ky., common $10 par____- 2, 244, 539. 65 
1,500 First Kentucky Fire Insurance Co., Louisville, Ky., com- 
moe Go it Ue ee 817, 862. 96 
etn aR CONNOR bs eo ek es 15, 925, 675. 50 
tee ae Le ER ered ape Bi Cons Prd ge CE Oe ae ee ed et 14, 208. 83 
Total assets of trust, evidenced by 138,500 First 
National Bank trustees’ certificates__..c._____ 15, 939, 884. 33 


1The book value on the trustees’ books is equal to capital, surplus, and undivided profits 
of affiliated corporations applicable te stock held in the trust. 


Consolidated balance sheet 


RESOURCES 
ee ae ee ee To ek ae ee $48, 856, 744. 93 
United States Government securities_._.cc._...._..........._ 86, O80, 915. 39 
a, nc a in sarserceetiogngenmmetpavioiesaammeooameen 10, 023, 851. 28 
Pemerel saeser re wee eben ss oe wk 345, 000. 00 
Teens mie Tienes oa os. ei es) 3 ieee 49, 144, 603. 05 
Accrued interest receivable and deferred expenses___.____-_-~ 638, 771. 77 
Lo" "Se ae eee tee fy et eee acta eh Sereda 103, 545. 24 
Banking houses, furniture and equipment__-_--____-___-_--__- 1, 355, 941. 27 





196, 549, 372. 93 
LIABILITIES 


| Eee Se ne ee enmpee ae CTS ig Re Shea 0.11 eo) $175, 748. 063. 31 
Aecrued interest. taxes, expenses and unearned discount___-__ 2, 415, 618, 90 
Reserve for investments, First Kentucky Co____-__-_________ 1, 316, 251. 38 
ee Or Ra i ae a ea he oe hn Stn erenareiienece 887, 636. 62 
i SR ee ee eee PE Se ET ENS Oe eRe Teer ne an 246, 127. 22 


Net worth (capital, surplus and undivided profits) : 
Equity applicable to stock held by others than your trus- 


ee Ae phe aes LT iid 8 gts AS EE ESS ot RM AR RM 10, 000. 00 
Equity applicable to stock held and controlled by your trus- 


Se ee eee LE A Le Ce 15, 925, 675. 50 





196, 549, 372. 93 


Note.—Intercompany deposits of $864,480.52 have been eliminated in the above 
statement. 
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1954 compared with 1958—Pertinent comparative figures relative to the trust as 
of the dates indicated 





Year ending Year ending 
Dee. 31, 1953 Dee. 31, 1954 





Trustees’ certificates outstanding_-......-..---- Sixth incwehtcn Tends wok 38, ! 138, 500 


Consolidated book value e 9¢ $15, 939, 884. 33 
Per certificate ! - $115. 08 
Reserves not included above--_-_.-.-- Es SENSED $4, 807, 829. 65 
Per certificate ? wa =~ = nn == += === --| 30. : $34. 71 
Consolidated net operating earnings before taxes $2, 220, 673. 75 $2, 442, 907. 65 
a ae + a SE, SE 2 $16. $17. 63 
Consolidated income taxes_......-.-...--- he + OSA is TOO, EI BR $934, 813. 46 $1, 021, 052. 59 
Per ¢ 'rtificate Wh $7.37 
Cons lidated net operationg earnings , 860. 3% $1, 421, 855. 06 
Per ceri ificate ® ; 10. 26 
Taxes and other expense of the trust . 2 $ .37 
Net earred per certificate | 9. 0! $9. 89 
pO On tS SESE HIT RIS ARE ARTs Seer eS --| 3. 60 | $4. 00 








1 The consolidated book value is that part of the capital, surplus and undivided profits of the affiliated 
companies applicable to the stock of those companiesowned by thetrust. It includes, however, no value for 
substantial reserves established by those companies by transfer from undivided profits to reserves. (See 
note 2.) 

2 These reserves in published statements of the First National Bank, The Kentucky Trust Co., and First 
Kentucky Fire Insurance Co. are deducted from the book value of the assets to which they apply, but in the 
statement of First Kentucky Co. are separately stated. 

3 Consolidated net operating earnings are repcrted without regard to capital transactions. Asstated, they 
are after providing for estimated income-tax requirements and after deducting the allowed depreciation on 
bank buildings, vaultsand equipment. It has been the general practice of the several companies to charge 
off, in the year acquired, the cost of all furniture and fixtures purchased. These charge-offs have not been 
deducted from the earnings reported, nor have voluntary transfers made from undivided profits to reserves 
been deducted. As usual, the consolidated net operating earnings do not include the net gain or loss 
from recoveries on loans or the losses taken on loans, or the net profit or loss taken on securities sold. 

4 The quarterly dividend was increased Mar. 12, 1954, from 90 cents to $1. 
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A DECADE OF GROWTH 


First National Bank Trustees’ Certificates 





EARNINGS 
DIVIDENDS 





12 














BOOK VALUE 






































DIVIDENDS 


241 









































J 
1946 1950 1951 1962 1953 1954 














The chart above gives you a graphic picture of the growth in earnings, dividends, 
and book value per trustee certificate since 1944. The increase in book value 
reflects the steady increase in earnings and the policy of the Board of Directors 
to retain a substantial part of earnings in the business to keep pace with the 
expanded capital requirements of the various affiliated corporations, 


I{IGHLIGHTS OF 1954 


Under the provisions of a law passed at the 1954 session of the Kentucky 
General Assembly, authorizing the extension of branch banking from city to 
county limits, First National Bank of St. Matthews and First National Bank 
of Buechel became the 12th and 13th offices of the First National Bank of Louis- 
ville. These consolidations added approximately $10 million of deposits to the 
First National Bank of Louisville. 

The First National Bank of St. Matthews was merged on July 23 with the 
First National Bank of Louisville. This added $335,117.25 of capital funds, 
and in addition, certain valuation reserves. Of the former officers of the First 
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National Bank of St. Matthews, Karl A. Straub was elected vice president of the 
First National Bank of Louisville, and T. H. Cooper and Edgar M. Parsons were 
elected assistant vice presidents. 

The deposits of the First National Bank of Buechel were assumed by the First 
National Bank of Louisville on August 20. The capital funds of this bank, 
$176,511.94, were distributed to its sole stockholder, First National Bank Trustees, 
and were a source of part of the dividends paid during the year on trustees 
certificates. It will be recalled that the stock of the First National Bank of 
Buechel was originally subscribed by First Kentucky Co. and declared by it as 
a dividend to First National Bank Trustees in 1953. 

During the year the capital of the First National Bank was increased from 
$2 million to $3 million through the merger with the First National Bank of 
St. Matthews and the transfer of funds from the surplus account. On December 
31, $500,000 was transferred from the undivided profits account to the surplus 
account, restoring surplus to $6 million. Combined capital, surplus, and undi- 
vided profits were increased during the year from $9,052,358.10 on December 31, 
1953, to $10,133,708.21 on December 31, 1954. 

On October 4 a new branch at Eastern Parkway and Shelby Streets was opened, 
replacing the Preston and Oak Branch. The new building is modeled after Mon- 
ticello, the famous estate of Thomas Jefferson. It features an octagonal lobby, 
crowned by a graceful dome, with furnishings and landscaping appropriate to 
the period. The 18th century charm and beauty is combined with complete 
functional utility. The new building is fully air conditioned, has an automatic 
drive-in window, safe deposit boxes, a gracious public area, and a comfortable 
employee’s lounge. Adequate parking facilities adjoin the rear of the building. 

During the year the Woodlawn branch was air conditioned and the South 
Louisville branch was modernized. The security office was remodeled; the old 
tellers’ cages were removed and attractive low banking screens were installed. 
This completes the program, begun in 1947, of replacing or completely remodeling 
all the old branch banking buildings and provides adequate and attractive quar- 
ters for all of our city branches. Our 13 offices now have 11 parking lots for 
the convenience of our customers, and 9 of the 13 offices have safe-deposit-box 
facilities. 

During the coming year the program of air conditioning our branch offices will 
be continued. Plans are now in process to greatly enlarge the size of the Buechel 
branch, so that it will offer a complete banking service, including safety boxes 
and night depository, to this fast-growing community. 

The trust department of the Kentucky Trust Co. enjoyed a new record year of 
growth as measured by the volume of trust commissions. 

The women’s finance forum, first conducted in 1951, and repeated in 1952 and 
1953, was again presented in 1954. It is the only such forum yet to be held by 
any bank in Louisville and many Louisville women have now been enrolled in 
the course. 

Diversified trust fund A, the first common trust fund to be established in 
Kentucky, continued to prove its usefulness as a medium for the advantageous 
investment of appropriate trusts. 

The First Kentucky Fire Insurance Co. enjoyed its largest annual premium 
income during the year under review. 

In 1944 a retirement plan was instituted for personnel of the companies owned 
by the trust. This plan provided for compulsory retirement at age sixty-five 
and the payment of a pension in proportion to the number of years participants 
have served the companies. Participation in the plan for at least ten years before 
retirement is required ; so that 1954 marks the first year in which personnel have 
been eligible to retire under this plan. 

Ralph C. Gifford, who was employed by the First National Bank and The 
Kentucky Trust Co. in 1916, served as president of the companies from 1931 until 
1944, and as chairman of the boards since 1944, went off the salary list this year. 
He is serving as chairman without salary. Three officers of the Kentucky Trust 
Co. retired. They are: S. Lyman Barber, Senior Trust Officer, who joined the 
Trust Company in 1931, Embry L. Myers, Cashier, who was first employed in 
1908, and C. Irvin Welker, assistant trust officer, who has served since 1918. 
Walter Distelhorst retired as advertising manager of the First National Bank. 
He was employed in 1927. In addition, eight nonofficer employees of the com- 
panies retired during the year. We send with all these old friends our best 
wishes for their happiness in the enjoyment of their leisure time. 
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Of our 457 employees 54 are members of the Twenty-Five Year Club. Six em- 
ployees joined the club in 1954 and received their 25-year pins at the Christmas 
party held on December 15. 

One trustees certificate was purchased by First Kentucky Co. and declared as 
a dividend to the trustees for cancellation ; so that the number of certificates now 
outstanding is an even 138,500. 

You, as a shareholder in the trust, are cordially invited to ask for any informa- 
tion you may wish about the trust or any of its asets. We urge you also to know 
better and to use more fuly the many services and facilities offered by the cor- 
porations owned by the trust. They are available to met your banking, trust 
and insurance needs. 


Ratpu C. Girrorp, Chairman. 
Your DIREcToRS 


The directors of the First National Bank of Louisville, the Kentucky Trust 
Co., First Kentucky Co., and First Kentucky Fire Insurance Co. are: 
George R. Armstrong, executive vice president, Louisville Gas & Electric Co. 
J. McFerran Barr, president, The First National Bank 
George R. Bickel, vice president, Henry Bickel Co. 

Charles R. Bottorff, president, Belknap Hdwe. & Mfg. Co. 

George Garvin Brown, president, Brown-Forman Distillers Corp. 

Archie P. Cochran, president, Cochran Foil Co. 

William C. Dabney, president, Devoe & Raynolds Co., Inc. 

Ralph C. Gifford, chairman of the board 

Timothy V. Hartnett, chairman, Tobacco Industry Research Committee 
Eugene D. Hill, president, Louisville Cement Co. 

Preston P. Joyes, vice president, Brown Lumber Co. 

J. Van Dyke Norman, Jr., executive vice president, The Kentucky Trust Co. 
Henry Y. Offutt, president, the Kentucky Trust Co. 

Otis W. Pickrell, president, Pickrell & Craig Co., Inc. 

Douglass W. Potter, executive vice president, The First National Bank 
John W. Price, Jr., surgeon 

Franklin F. Starks, president, Starks Building Co. 

James W. Stites, Stites, Wood, Helm & Taylor, attorneys 

William A. Stoll, director, Stoll Oil Refining Co. 

Elbert Gary Sutcliffe, Harrods Creek, Ky. 


Your COMMERCIAL BANK 


The First National Bank of Louisville—‘‘The oldest national bank in the 
South”—is a large commercial bank offering Louisville a complete banking 
service through its main office and 12 neighborhood branches. 


Condensed statement of First National Bank of Louisville, Dec. 31, 1954 


Resources: 
Cash and due from banks $46, 216, 494. 16 


United States Government securities 78, 639, 380. 19 
United States Government instrumentalities 2, 149, 003. 92 
Municipal and other tax exempt obligations 5, 634, 906. 86 











Loans —_ 42, 376, 732. 39 


Federal Reserve Bank stock 


270, 000. 00 





Bank buildings_ 





Income receivable 


981, 457. 99 
570, 295. 44 





Other resources 





67, 903. 20 








Liabilities: 








Capital 
Surplus 





Undivided profits 





Deposits (net) 
Accrued interest and taxes 





- 176, 906, 174. 15 








10, 133, 708. 21 


164, 917, 598. 52 
1, 187, 611. 01 





Interest collected—unearned 
Other liabilities_ 





542, 421. 54 





124, 834. 87 
176, 906, 174. 15 
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OFFICERS 


Ralph C. Gifford, chairman of the board 

J. McFerran Barr, president 

Douglass W. Potter, executive vice 
president 

John W. Barr, III, vice president 

Arthur W. Brown, vice president 

Hubbard G. Buckner, vice president 

Howard C. Davis, vice president 

Stuart H. Mann, vice president 

J. Van Dyke Norman, Jr., vice president 

Henry Y. Offutt, vice president 

Henry D. Ormsby, vice president 

S. Albert Phillips, vice president 

Robert H. Slater, vice president 

Keith C. Spears, vice president 

Karl A, Straub, vice president 

Paul Jagielky, cashier 


Victor L. Bitter, assistant vice presi- 
dent 

T. H. Cooper, assistant vice president 

James H. Ewing, assistant vice presi- 
dent 

Edgar M. Parsons, assistant vice presi- 
dent 

James C. Irwin, assistant cashier 

Clarence M. Kelley, assistant cashier 

Bernard M. Kute, assistant cashier 

James S. McKenzie, assistant cashier 

Elmer H. Wedekind, assistant cashier 

Cc. L. A. Johnson, auditor emeritus 

E. C. Ries, auditor 

Richard K. Straub, auditor 

Louis J. Menges, personnel manager 

C. Haydon Stanley, credit manager 


Your Trust CoMPANY 


The Kentucky Trust Co. offers a complete individual and corporate trust serv- 


ice and a banking service for its trust customers. 


ing facilities to the entire community. 


It also offers mortgage lend- 


Condensed statement of The Kentucky Trust Co., Dec. 31, 1954 


Resources: 


Cash and due from banks___--_-__~ 


U. S. Government securities 


pi aa eee eee } eee se LEED 


Bonds and securities 
Bank building 
Income receivable 
Other resources 


Liabilities : 
Capital 
Surplus 
Undivided profits 


Deposits (net) 
Accrued interest and taxes 
Other liabilities 


Total 


peilicinecssta es $2, 168, 166. 72 


5, 095, 931. 28 





755, 970. 
835, 457. 
374, 303. 
68, 476. 
1, 592. 


$7, 264, 098. 
6 


, 





299, 898. 


$1, 000, 000. 00 
1, 500, 000. 00 
729, 564. 68 





, 229, 564. 
, 694, 945. 
285, 543. 89 

£9, 844. 54 


), 898. 42 


68 
31 


OFFICERS 


Ralph C. Gifford, chairman of the board 

Henry Y. Offutt, president. 

J. Van Dyke Norman, Jr., executive 
vice president 

J. McFerran Barr, vice president 

E. Rutledge Lilly, vice president 

8. Lyman Barber, senior trust officer 

Neville Blakemore, trust officer 

Carl B. Eastes, trust officer 

Joseph R. Gathright, trust officer 

Embry Lee Myers, cashier 

Harold W. Walton, treasurer 

Anderson C. Dearing, Jr., secretary 


Stuart H. Mann, comptroller 

Eugene A. McSweeney, assistant vice 
president 

C. I. Welker, assistant trust officer 

Elizabeth D. Conner, Assistant treas- 
urer 

Robert A. Glasscock, assistant secre- 
tary 

Hugo J. Bobzien, assistant comptroller 

C. L. A. Johnson, auditor emeritus 

Sylvester I. Dries, auditor 

Kilian L. Seng, auditor 
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Your INVESTMENT Co. 


The first Kentucky Co. performs several functions for the trust; its most ob- 
vious one is the production of income, through interest and dividends on its 
investments. Investments consist of a diversified list of readily marketable se- 
curities. It is also a reservoir of capital which is available whenever it can be 
employed profitably for the benefit of any or all of the constituent companies or 
for the trust as a whole. 


Condensed statement of First Kentucky Co., Dec. 31, 1954 


Assets: 

$1, 287, 761. 32 

U. 8S. Government obligations 
Other securities: 

Ri alls en a ee tt is EE es a 731, 812. 68 

Preferred stocks 346, 863. 51 

I mien 2, 333, 429. 76 








3, 412, 105. 95 


Miscellaneous investments: 
Life insurance $13, 500. 00 
Mortgage loans 11, 900. 00 





25, 400. 00 





Total___ 4, 825, 267. 27 
Liabilities : 
Accounts payable 
Reserve for income taxes 361, 123. 66 
Reserve for other taxes 





—______. 376, 839. 62 
Reserve for dividends 887, 636. 62 


Common stock and surplus: 
Common stock 
Surplus 1, 844, 539. 65 





$2, 244, 539. 65 
Investment reserve ---- 1,316, 251. 38 








3, 560, 791. 03 





4, 825, 267. 27 
OFFICERS 


Ralph C. Gifford, chairman of the board. Harold W. Walton, treasurer. 
Henry Y. Offutt, president. Anderson C. Dearing, Jr., assistant 
J. Van Dyke Norman, Jr., executive vice treasurer. 
president. Kilian L. Seng, secretary. 
J. McFerran Barr, vice president. Stuart H. Mann, comptroller. 


Your Fire INSURANCE Co. 


First Kentucky Fire Insurance Co. operates as an underwriting fire company, 
and as an agency providing full facilities for all lines of fire, marine, casualty, 
and surety coverage. 


Condensed statement of First Kentucky Fire Insurance Co., Dec. 31, 1954 


Resources : v 
Cash and due from banks $48, 803. 25 
U. 8S. Government obligations 
Bonds and securities $272, 167. 73 
Less reserve for investments 55, 786. 54 





—_—_—_—_——- 216, 381. 19 
Accounts receivable_ 20, 549. 29 
Furniture and equipment 179. 88 








382, 513. 61 
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Ceudensed.statement by First Kentucky Fire Insurance Co., Dec. 31, 1954—Con. 
Liabilities : 
Capital stock and surplus: 
Common stock 
100,000. 00 
. 96 


———_———- 327, 862. 96 
Reserve for unearned premiums 8, 794. 28 
Reperve for Federal income taxes.....0.....-...1.........-.. 15, 124. 52 
Reserve for fire losses 25, 106. 19 
Accounts payable 5, 625. 66 





382, 513. 61 
OFFICERS 


Ralph C. Gifford, chairman of the board Douglass W. Potter, treasurer 

J. McFerran Barr, president Clifford E. Clark, Jr., secretary 

Henry Y. Offutt, vice president Stuart H. Mann, comptroller 

Samuel O. English, vice president and J. Van Dyke Norman, Jr., secretary of 
manager the board 


ExHIBIT B 


First KENTUCKY Co., LOUISVILLE, Ky. 


Consolidated operating statement, Jan. 14, 1926, through Dec. 31, 1954 


pment a TN «GD NG nce cing Renn te $5, 545, 000. 00 
ncome : 
Interest, dividends, other income $4, 959, 374. 43 


Net investment gains 4, 115, 460. 73 
9, 074, 835. 16 
Disbursements: 

Expense i $300, 654. 
Salaries 665, 992. 

OR EE ae eee 15, 953. 92 

Donations 23, 684. 70 

i 6, 696. 55 

1, 012 981. 82 4 

2, 121, 791. 82 3,134, 773. 64 5, 940, 061. 52 


11, 485, 061. 52 
Common dividends paid and distributed to 
participants in trust , 713, 564. 93 
1st preferred dividends 15, 918. 00 
2d preferred dividends______-____--__~__ 888. 30 
—_—__—_—_—— 4, 730, 3711. 23 
Common dividends paid to trust and then to the following : 
First National Bank of Louisville___- 200, 000. 00 
Do 500, 000. 00 
First-Owensboro Bank & Trust Co____ 100, 000. 00 
D 50, 000. 00 
— 850, 000. 00 
Shares of affiliates purchased and passed 
on to trust as dividends in kind: 
5,000 shares First National Bank of 
Louisville $500, 000. 
89 shares The Kentucky Trust Co., 
preferred 3, 490. 25 
500 shares First Kentucky Fire In- 
surance Co , 000. 00 
52 shares First Kentucky Fire Insur- 
ages Ch. treterret..........-.-- 5, 200. 00 
3 shares Kentucky Title Co., preferred _ 300. 00 
16 shares Boyle Bank & Trust Co____ 4, 650. 00 
41 shares First-Owensboro Bank & 
Trust Co 9, 402. 96 
765 shares Madison-Southern National 
Bank & Trust C 153, 200. 00 
2,385 shares trustees certificates____ 493, 645. 55 
1,000 shares First National Bank of 
| | EERE, Fa iia 161, 007. 88 
352 shares First National Bank of 
St. Matthews 25,366.00 1, 456, 262. 64 7, 036, 633. 87 


Capital and surplus Dec, 31, 1954 4, 448, 427. 65 








Market value of investments Dec. 31, 1954 6, 853, 402. 67 
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ExuHIsit C 


Marc# 9, 1932. 

Whereas the trustees under the Trust Agreement with reference to Stock in 
the First National Bank of Louisville, Kentucky, and Other Corporations, dated 
July 1, 1925, own the entire beneficial interest in all except qualifying directors 
shares of the stock of the First Kentucky Company, the First National Bank 
of Louisville, Kentucky, and The Kentucky Title Trust Company; and 

Whereas it is to the interest of all-concerned that the value of the bonds 
and securities now or hereafter carried in the Investment Accounts of said First 
National Bank of Louisville and said Kentucky Title Trust Company be 
stabilized without regard to the market fluctuations of said bonds and securi- 
ties: Now, therefore, in consideration of the premises, be it 

Resolved as follows: The First Kentucky Company does hereby guarantee to 
all persons, firms or corporations, who are or might be affected thereby that 
the value of the bonds and securities now or hereafter carried on the books 
of the said First National Bank of Louisville and with said Kentucky Title 
Trust Company is the true value thereof, and that no person, firm or corpora- 
tion will suffer any loss by reason of the market value of said bonds and securi- 
ties being at any time different from the book value thereof, as shown on the 
books of the said First National Bank of Louisville and with said Kentucky 
Title Trust Company. Nothing herein is intended to or shall in anywise inter- 
fere with the power of the officers and directors of said First National Bank of 
Louisville and said Kentucky Title Trust Company and said First Kentucky 
Company to hold, sell, exchange, or otherwise deal in or with said or any 
securities. 


The Cuarrman. You say that your competitor owns insurance 
stock, the bank itself ? 

Mr. Norman. Yes, sir. 

The Cuatrman. Is that bank organized under the laws of the State 
of Kentucky ? 

Mr. Norman. Yes; it is a State member bank of the Federal Re- 
serve System. 

The CuHatrman. Is that authorized under the laws of Kentucky to 
own and operate an insurance company ? 

Mr. Norman. As I understand it, it is. I may say that they do 
not carry that company for any value in their statement. In other 
words, it is in there at a dollar. 

The Crairman. It isn’t directly owned and controlled by the bank, 
is it, the insurance company ? 

Mr. Norman. Yes, sir. 

The CHarmman. And that is according to the laws of the State of 
Kentucky ? 

Mr. Norman. I believe so, sir. 

The Cuairman. I am not disposed to dispute your statement. 

Mr. Norman. I am quite confident 

The Cuairman. It is amazing to me that a State bank can go into 
that kind of business. 

Mr. Norman. Well, now, I don’t think they could own it if they 
attempted to carry it in their statement as an asset for anything more 
than a dollar, or a very nominal value. In other words, it is not to 
be regarded as a part of the capital of the bank to which depositors 
look for protection. 

The Cramrman. It must be concealed in some way to get in there. 
I don’t know. I have never heard of a bank being authorized to own 
a business of that kind and carrying it as a banking asset, or owning it 
at all. I didn’t think they could do it under the laws of the State of 
Kentucky, unless they have taken it in as security for obligations, 
under processes of the courts. 
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Mr. Norman. Well, sir, I regret to refer to somebody that we have 
nothing but respect for. 

The Cuarmman. I am entirely in the dark. I was just looking for 
an explanation. 

Mr. Norman. But I am sure that if it were contrary to the State law 
they would not do it. 

The CHarrman. . We thank you very much for your statement. 

Are there any questions? 

Mr. Tatie. Mr. Chairman. 

The Cuarrman. Dr. Talle. 

Mr. Tattx. Will you clarify a point for me? I am referring to 
your illustration of that large bank which closed in Louisville during 
the depression days. Two-thirds of the deposits were subsequently 
paid out to depositors; is that right ? 

Mr. Norman. We paid them; yes, sir. We gave them a credit im- 
mediately on our books for two-thirds of the amount that they had 
on deposit at the National Bank of Kentucky, and we took a lien on 
the assets of the National Bank of Kentucky to protect us in that man- 
ner. 

We did not, however, ultimately sell the assets and make a profit. 
All we did was to have a lien for our protection in assuming the liabil- 
ity to pay the depositors, and after a certain length of time, when 
everybody that wanted their money had had plenty of chance to get 
it, why, we gave up the lien. We made no money on it. We just 
offered the service to the depositors. 

Mr. Tatie. And the receiver proceeded to liquidate the other one- 
third ? 

Mr. Norman. That is correct. 

Mr. Tatte. Over how longa period did he operate ? 

Mr. Norman. Well, you wouldn’t believe it, but I think it covered 
about a 14-year period. 

Mr. Tattx. And during that interval inflation got under way, I be- 
lieve, and helped the receiver ; is that correct 

Mr. Norman. Yes; it did, to some extent; although the big inflation, 
of course, came after the war, which was too late to bear on the situa- 
tion. 

Mr. Tatxx. And he realized something over 93 percent ? 

Mr. Norman. Yes, sir. 

Mr. Tatux. I think he was a very good receiver, even though he 
was helped by conditions, such as inflation. 

My question is why such a bank ever was closed ? 

Mr. Norman. I think that is a very fair question. 

Mr. Tatte. There were several banks that should not have been 
closed, and I think that was one of them. 

Mr. Norman. That is a matter of opinion. There are people in our 
town who feel as you do about it. I should say, however, sir, that a 
part of the money that the receiver ultimately realized was realized 
through a suit against the stockholders of the bank, on double lia- 
bility. So that accounted in part for the length of time, and also in 
part for the relatively large percentage that was repaid. 

The Cuarmman. What is the date of the failure of that bank? 

Mr. Norman. November 17, 1930. 

Mr. Tatie. Thank you, Mr. Chairman. 
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Mr. McDonoveu. Mr. Chairman. 

The Cuarrman. Mr. McDonough. 

Mr. McDonovcu. When you provided the funds to take care of 
two-thirds of the demand deposits of that bank, why didn’t you as- 
sume the other third ¢ 

Mr. Norman. Well, it did not appear that the assets would be suf- 
ficient to meet the liabilities, and we went as far as we thought we 
safely could go to provide that money to the depositors. 

Mr. McDonovuen. Well, as time did elapse you said the receiver 
was in control of the other third for a period of 14 years. Was there 
any time during that 14 years when you could not have assumed the 
other third ¢ 

Mr. Norman. We could not have done it at any time without sus- 
taining a loss, as was pe by the fact that he ultimately paid out 
only 93 percent, instead of 100 percent. 

Mr. McDonoveu. Are holding companies legal in the State of 
Kentucky ? 

Mr. Norman. There is no negative legislation on the subject. 

Mr. McDonoveu. Is branch banking legal ? 

Mr. Norman. Branch banking is legal only within a county. 

Mr. McDonoveu. Explain that. What do you mean? It can have 
more than 1 branch in 1 county # 

Mr. Norman. We can have as many branches as the regulatory 
authorities will approve, within our county. 

Mr. McDonoucu. Who are the regulatory authorities, the State or 
the county authorities ? 

Mr. Norman. The Comptroller of the Currency and, of course, we, 
as a matter of practice, we consult with the State also. But we area 
national bank, so it is the Comptroller of the Currency. 

Now, we could not have a branch at all outside of Jefferson County, 
our own county. 

Mr. McDonoveu. Is this First Kentucky Insurance Co. your only 
nonbanking asset ? 

Mr. Norman. There are two, sir. The First Kentucky Co., which 
is, you might say, an investment company, investing its assets in 
readily marketable securities, and then this small fire-insurance com- 
pany. Those are the only two assets other than First National Bank 
and the Kentucky Trust Co. 

Mr. McDonovuen. That is all. 

The CHatrMan. Are there further questions ? 

Mr. Founratn. One question, Mr. Chairman. 

The Cuatrman. Mr. Fountain. 

Mr. Fountain. Of course, your suggestion and recommendations 
are based upon the peculiar situation in which your company finds 
itself, are they not ? 

Mr. Norman. Yes, sir. 

Mr. Founrarn. Is it not reasonable to assume that there may be 
other similar or even different situations to yours, where a bank owns 
nonbanking interests, of which it would not have to divest itself under 
H. R. 2674, as you would have to do? 

Mr. Norman. If I understand your question, sir, I would say that 
there are other cases where holding companies have nonbanking assets, 
which might be retainable. 
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Have I answered your question correctly ? 

Mr. Fountain. Of course, as I gathered from your testimony, your 
particular type of holding company is not completely analogous to 
Transamerica or some of the others whose representatives have tes- 
tified here today, and I was interested in getting your opinion as to 
whether or not there might not be similar situations to yours through- 
out the country, where you would have to divest yourself of some of 
these so-called nonbanking interests, whereas there may be a number © 
of banks, which do own nonbanking interests, of which they would 
not have to divest themselves. 

Mr. Norman. We believe that is the case; yes, sir. 

Mr. Founrarn. That is all, Mr. Chairman. 

The Cuarrman. Are there further questions? 

If not, Mr. Norman, weare very glad to have your views. 

Mr. Norman. Thank you very much, Mr. Chairman. 

The Cuarrman. The committee will adjoin to meet Monday at 
10: 30. - 

(Whereupon, at 12:53 p. m., the committee adjoined until Monday, 
March 7, 1955, at 10: 30 a. m.) 
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MONDAY, MARCH 7, 1955 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10:30 a. m., the Honorable Brent Spence, 
chairman, presiding. 

Present: Representative Spence, chairman, and Representatives 
Brown, Patman, Multer, O’Hara, Mrs. Buchanan, Mrs. Sullivan, 
Fountain, Reuss, Mrs. Griffiths, Vanik, Wolcott, Talle, Kilburn, Betts, 
McVey, Hiestand, and Nicholson. 

The CHarrMAn. The committee will be in order. 

We will resume hearings on H. R. 2674. 

Our first witness will be Mr. George Boyles, chairman of the com- 
mittee on Federal legislation of the American Bankers Association. 

Mr. Boyles. 

Mr. Boytes. Thank you, Mr. Chairman. 

The Cuatrman. Do you have a prepared statement, Mr. Boyles? 

Mr. Boytes. Yes, sir. 

The CuatrmMan. The committee will not interrupt you until you are 
through presenting it. 

Mr. Boyes. Thank you, sir. 


STATEMENT OF GEORGE R. BOYLES, CHAIRMAN, COMMITTEE ON 
FEDERAL LEGISLATION, AMERICAN BANKERS ASSOCIATION 


Mr. Bortes. My name is George R. Boyles, and I am president of 
the Merchants National Bank of Chicago, Ill., and chairman of the 
committee on Federal legislation of the American Bankers Associa- 
tion. It is on behalf of this association that I desire to make this state- 
ment. 

The membership in the American Bankers Association consists of 
approximately 15,000 banks, both National and State banks, large 
banks and small banks, independent banks, banks with branches, banks 
affiliated with holding companies and chain groups, and mutual sav- 
ings banks. About 98 percent of the banks in this country are mem- 
bers of the association. Many of them, or their officers, are also mem- 
bers of various other banking associations; such as State bankers 
associations, independent bankers associations, Reserve City Bankers 
Association, Robert Morris Associates, National Association of Bank 
Auditors and Comptrollers, and others. The American Bankers Asso- 
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ciation works very closely with these other banking associations and a 
number of their officers also hold important posts in the association. 

For many years the regulation of bank holding companies has 
received the careful study of the association and as a result there has 
been a crystallization of certain overall policies. It recognizes that 
present laws are inadequate for providing reasonable and effective 
regulation over bank holding companies. 

We pointed out in previous testimony before the Senate Banking 
and Currency Committee in June 1953 certain policies which the 
American Bankers Association believed were essential for effective 
and equitable bank holding company legislation. These policies appli- 
cable to H. R. 2674 were as follows: 

1. Definition of “bank holding company” should be adequate to 
cover the objectives of this type of legislation and should provide for 
the exclusion of special situations which exist at the time of the enact- 
ment of such bill. We do not believe that it should be left to the 
discretion of any Federal agency to determine if a company is to be 
considered as a bank holding company. 

2. The legislation should outline the scope and the manner by which 
the designated regulatory authority will administer the act, especially 
in relation to the autonomy of the laws of the several States. It is 
vital that each State should be permitted to determine whether or not 
bank holding company expansion should be permitted within its bor- 
ders and whether or not it should permit a holding company domiciled 
in another State to cross State lines and operate within such State. 

3. The Association is of the opinion that in connection with the 
reservation of States’ rights that no bank holding company should 
expand within the State in which it has its principal place of business 
if prohibited by State law and that no bank holding company should 
be permitted to expand outside of the State in which it is domiciled 
unless the laws of such outside State expressly permit such expansion. 
In connection with such suggested provision, the Association believes 
that there should be a further restrictive condition with respect to the 
removal of the principal office or place of business of a bank holding 
company to another State so as to prevent circumvention of the prin- 
ciples which have been above outlined. 

4. A provision for the divorcement of nonbanking assets held by 
bank holding companies should be incorporated in such legislation. 
Among the important factors to be considered in connection with such 
divorcement are the time element, tax relief, and exemption of wholly- 
owned corporations devoting their entire efforts to servicing the hold- 
ing companies, such as auditing, appraising, or investment counseling. 
A bank holding company also should be permitted to dispose of its 
bank assets and continue as a holding company for nonbanking inter- 
ests and under such circumstances be given appropriate tax relief. 

5. The legislation should contain no restriction upon the acquisi- 
tions of additional shares of stock by a bank holding company already 
owning a majority of the stock of such bank. 

During the last session of Congress the Senate Banking and Cur- 
rency Committee held hearings on S. 1118, a bill to regulate bank 
holding company expansion. Certain suggestions made at that time 
have been incorporated in H. R. 2674 now under consideration. There 
also have been added some new features not previously considered by 
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Congress. It is my intention, however, only to direct my comments 
to the more important phases of the bill. 

1. Declaration of policy: Section 2 of H. R. 2674 is a declaration 
of policy which contains the following phrase : 

It is hereby declared to be the policy of Congress, in accordance with which 
policy all of the provisions of this Act shall be interpreted, * * * and generally 
to maintain competition among banks and to minimize the danger inherent in 
concentration of economic power through centralized control of banks. 

It is entirely unnecessary to refer in this bill to the maintenance of 
competition between banks, for banking in the United States today 
is and always has been fundamentally and overwhelmingly competi- 
tive. | 

Not only does there exist sharp competition between banks for 
loans and deposits, but banks must compete, sometimes at a disad- 

‘antage, as a result of certain laws or regulation, with other private 
lenders and governmental agencies performing similar functions for 
the public, such as credit unions, savings and loan associations, life 
insurance companies, foundations, finance companies, postal savings 
accounts, Small Business Administration, Farmers’ Home Adminis- 
tration, et cetera. 

It is improper to include in the bill a phrase which assumes some- 
thing necessarily evil in the control of banks by bank holding com- 
panies. If actually there exists something dangerous to the public 
or to the national economy in such control, then it should be pro- 
hibited. Up to this time bank holding companies have a satisfactory 
record of achievement in the public’s interest, and have earned a role 
in our banking system. 

The implications of the phrase are far too grave to form the proper 
background for administering the law or for its interpretation in the 
courts. If the present wording of the declaration of policy is allowed 
to remain unchanged, it would imply that the administering agency 
is given permission, if not a mandate, by Congress to exercise regula- 
tory and punitive powers over and beyond those specifically stated in 
the bill. 

Our recommendation is that it is suggested that such phrase be 
deleted from the declaration of policy. Asa matter of fact, the entire 
declaration of policy could be omitted as it does not add or detract 
from the principal objectives as provided for in the bill and only 
tends to create ambiguity of meaning and confusion as to purpose. 

2. Definitions: Section 3 of H. R. 2674 gives two definitions for a 
bank holding company : 

1. Any company which now or hereafter, directly or indirectly, owns, controls 
or holds with power to vote, 25 percent or more of the voting shares of each of 
two or more banks or of a company which is or becomes a bank holding company 
by virtue of this act. 

2. Any company which the Board determines, after notice and opportunity 
for hearing, directly or indirectly exercises (either alone or pursuant to an 
arrangement or understanding with one or more other persons) a controlling in- 
fluence over the management or policies of two or more banks. 

It is felt that the first definition of 25 percent or more of the voting 
shares of each of two or more banks is satisfactory and would elimi- 
nate so-called fringe organizations or organizations which only po- 
tentially and theoretically might be expected to embark upon a pro- 
gram of controlling banks. 

59571—55 27 
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The second definition contained in section 3 of H. R. 2674 would 
give to the Board of Governors broad discretionary powers, perhaps 
too extensive, to be satisfactory from the standpoint of the banking 
system. The American Bankers Association has consistently favored 
the minimizing of a discretionary authority in Federal supervisory 
agencies. The determination as to whether or not a holding company 
is a bank holding company should depend upon specific language of 
the bill. If such authority is to remain in the bill, then suitable 
standards or norms also should be included which should be taken into 
consideration by the Board in arriving at a decision. 

Under the present provisions of H. R. 2674, without such standards, 
it would be possible for the Board to consider the following, for ex- 
ample, as exercising a controlling influence over the managemént or 
policies of two or more banks: 

1. Large city banks which handle and advise smaller correspondent 
banks on the management of their bond portfolios. 

2. Large city banks which hold conferences for the purpose of in- 
forming their correspondents on better management and operating 
policies. 

3. Firms of accountants, specializing in banking problems, which 
advise banks on management and operational policies. 

4. Law firms which advise a number of banks on management 
policies. 

It is recommended that the first definition be amended to include 
also “control of sufficient stock to control the election of a majority of 
the directors of any of the two banks necessary to constitute a bank 
holding company.” 


It is recommended that the second definition giving the Board such 
broad discretionary powers to determine that a company is a bank 
holding company to delete from the bill unless suitable standards be 
incorporated to guide the Board in its decisions. 

It also is recommended that if the anes agency is to be 


given the discretionary power to determine that a holding company 
is a bank holding company as set forth in the second definition, it also 
should be given the authority to declare on a revocable basis, where 
circumstances warrant that a certain company, for the purpose of the 
act, should not be considered as a bank holding company. 

It further is recommended that Congress restrict to a minimum 
the number of organizations to be excluded in the bill from being 
considered as bank holding companies. 

It would seem fundamental that very few organizations should be 
excluded ; otherwise, the main objectives of the bill would be defeated. 

3. Registration, reports, and examination: While section 4 of H. R. 
2674, providing for registration, reports, and examination of bank 
holding company seems satisfactory, it might be desirable to amend 
them as follows: 

(1) That the administering agency shall in some cases allow an ex- 
tension of time for registration. Conditions might make it incon- 
evnient or difficult to register within the prescribed time. Therefore, 
extensions should be permitted provided that total time for registering 
shall not exceed 1 year. 

(2) That the administering agency shall make a full report to Con- 
gress within 5 years. 
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It is recommended that appropriate amendments to H. R. 2674 be 
made to carry out these changes. Then section 4, as amended, would 
provide for a minimum of supervision by a capable agency. 

4, Acquisition of bank shares or bank assets: The provisions of 
section 5 of H. R. 2674 in reality constitute a Federal freeze on any 
future expansion across State lines and within a State unless such 
State affirmatively authorizes the same by statute. This attempt to 
regulate by Federal authority in such drastic fashion seems inequitable 
and impractical. It should be remembered that during the past 25 
years bank holding companies served a useful purpose in supplying 
many communities with services, especially during the trying depres- 
sion period of the early thirties. Not only that, but this country 
in recent years has been undergoing a rapid expansion of production 
and population. The demands of this Nation’s dynamic economy re- 
quire the further development of bank services, the increase of bank- 
ing resources, and the assurance of the continuity of sound bank man- 
agement. In their operations bank holding companies have made 
their contributions in this respect. 

Section 5 of H. R. 2674 provides that it shall be unlawful, except 
with the prior approval of the Board: 

1. For any action to be taken which results in a company becoming 
a bank holding company ; 

2. For any bank holding company to acquire, directly or indirectly, 
any voting shares of a bank; 

3. For any bank holding company or subsidiary thereof other than 
a bank to acquire all or substantially all of the assets of a bank. 

Before approving any application, the Board shall give notice to 
and allow 30 days within which views and recommendations may be 
submitted by the Comptroller of the Currency if a national or district 
bank is involved. or to the appropriate supervisory authority of the 
State in which applicant company or any bank affected by the appli- 
cation is a State bank. The application shall not be granted if these 
agencies file a written disapproval. 

It is believed that the procedure as provided in H. R. 2674 for 
securing approval from the Board on an application to expand could 
be improved if amended as follows: 

1. The Board in the event of an emergency should possess some 
authority for accelerating action on an application. 

2. The Board, despite the adverse recommendation of any super- 
visory authority, should be permitted to approve an application if it 
believes that it is in the public interest to do so. While the provisions 
of H. R. 2674 defer to the individual States the determination of the 
degree of expansion to be permitted bank holding companies, the final 
decision on a specific application for expansion should lodge in one 
central authority without any power of veto by other supervisory 
authorities. The Board as the administering agency of the act should 
appraise the findings and recommendations submitted to it by the 
other supervisory authorities and arrive at a fair decision, which 
decision would be final. 

This procedure not only respects States’ rights but also permits 
the development of an equitable and uniform method of regulation. 
The Board also should have the right, even though the application 
be approved by any supervisory authority, to disapprove such applica- 
tion if it believes it to be in the public interest to do so. 
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3. In addition, H. R. 2674 should provide that nothing in the act 
should prevent or require any specific approval of the acquisition by a 
bank holding company of ownership or control of shares of a bank 
of which it already owns or controls a majority of shares. 

Section 5 of H. R. 2674 further provides that no application shall 
be approved which will permit : 

Any bank holding company or any subsidiary thereof to acquire, 
directly or indirectly, any voting shares of, interest in, or all or sub- 
stantially all of the assets of any additional bank located outside of 
the State in which such bank holding company or subsidiary thereof 
maintains its principal office and place of business or in which it con- 
ducts its principal operations. 

2. Any bank holding company or any subsidiary thereof to acquire, 
directly or indirectly, any voting shares of, interest in, or all or sub- 
stantially all of the assets of any additional bank, except— 

(a) Within geographic limitations that would apply to the 
establishment of branches of banks under the statute law of such 
State, or 

(b) Unless the acquisition is at the time authorized by statute 
law of such State by language specifically granting such authority 
affirmatively, and not merely by implication. 

It is believed that the expansion limitations of H. R. 2674 could be 
improved as follows : 

1. The complete Federal freeze of any expansion of a bank holding 
company outside of the State in which located, as provided for in 
H. R. 2674, is an invasion of the rights of the outside State. It should 
be modified so as not to deprive such outside State of the right to 
determine whether such expansion is to be prohibited or permitted. 

2. The prohibition in H. R. 2674 against expansion of a bank hold- 
ing company within a State based upon geographic limitations apply- 
ing to the establishment of branches of banks will result in evitable 
confusion and conflict of laws and should be deleted. It is an attempt 
to regulate 2 dissimilar types of organizations by laws designed specifi- 
cally to apply only to 1, that is branch banking. A bank branch is by 
form, ownership and functions vastly different from a bank holding 
company affiliate. 

We have prepared and have attached to our statement exhibit A 
showing the difference between branch bank and bank holding com- 
pany operations. They are not one and the same, and they are quite 
dissimilar in fundamental respects. 

3. The second part of the prohibition against bank holding com- 
pany expansion within a State accepts in part the principles of States’ 
rights, but should be modified so that each State will be given the 
privilege to determine if such expansion is to be prohibited. 

4. It is believed that a more realistic and reasonable approach to 
the regulation of expansion than that contained in H. R. 2674 would be 
an amendment or read as follows: 


Notwithstanding any other provision of this section, no application shall be 
approved under this section which will permit (1) any bank holding company or 
any susidiary thereof to acquire, directly or indirectly, any voting shares of, 
interest in, or all or substantially all of the assets of any bank located outside of 
the State in which such bank holding company or subsidiary thereof maintains its 
principal office and place of business or in which it conducts its principal opera- 
tions, unless the laws of such (outside) State expressly permit such acquisition by 
a bank holding company or subsidiary thereof (instead of permitting expansion 
of a bank holding company across State lines if allowed by the law of the outside 
State, H. R. 2674 prohibits entirely any expansion across State lines) ; and (2) 
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any bank holding company or subsidiary thereof to acquire, directly or indirectly, 
any voting shares of, interest in, or all or substantially all of the assets of any 
additional bank within the State in which they have their principal place of 
business, if prohibited by State law (instead of permitting expansion of a bank 
holding company within a State unless prohibited by State law, H. R. 2674 pro- 
hibits such expansion unless the law of the State authorizes branch banking or 
bank holding company expansion). 

5. It is also believed that this section should be further amended to 
provide for restricted conditions with respect to the removal of the 
principal office or place of business of a bank holding company to an- 
other State so as to prevent circumvention of the principles above set 
forth. 

5. Interests in nonbanking organizations: Section 6 of H. R. 2674 
provides for the divorcement of nonbanking interests which is in keep- 
ing with the policies of the American Bankers Association. The pro- 
visions appear to be satisfactory, but could be improved upon in the 
following manner: 

(1) It seems that it might be more satisfactory to allow a 5-year 
period without any extensions for the disposal of nonbanking assets, 
rather than 2 years with additional extensions up to 5 years. This 
would save time and expense to all parties involved and would provide 
for a more orderly process of liquidation of such assets. 

(2) It is felt that the exception from the prohibitions reading— 
or solely in the business of serving such holding company and its subsidiaries in 
auditing, appraising, investment counseling, or in liquidating assets acquired 
from such bank holding company and its subsidiaries— 
is too restrictive and that positive language should be added which 
should inelude— 
all of such activities so closely related to the business of banking or to manag- 
ing or controlling banks as to be a proper incident thereto. 

(3) The exception to the prohibition relating to securities held by a 
bank which is a bank holding company in a fiduciary capacity should 
be amplified so that the exception shall not apply to such shares or ob- 
ligations which are held for the benefit of the holders of the majority 
of the shares of such bank. 

6. Other provisions: The other provisions of H. R. 2674 appear to 
be satisfactory. We believe that such provisions should provide : 

(1) For adequate provisions relating to borrowing by bank holding 
companies from their subsidiaries; 

(2) For suitable hearings in connection with the review of any deci- 
sion made by the administering agency if supported by evidence in- 
dicating arbitrary or capricious action on the part of the supervisory 
authority ; 

(3) For necessary penalties in the event of violations of provisions 
of the act or of regulations issued thereunder providing that penalties 
against individuals should be omitted : 

(4) For adequate arrangements and sufficient time for the divorce- 
ment of nonbanking interests by a bank holding company or the 
divorcement of banking interests by a bank holding company with 
suitable tax relief; 

_ (5) For adequate provisions relating to divorcement of nonbanking 
interests which would appropriately exempt certain investments from 
such divorcement, especially any subsidiary of a bank holding com- 
pany determined to be se closely related to the business of banking or 
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of managing or controlling or servicing controlled banks as to be a 
proper incident thereto. 

The American Bankers Association believes that the time is appro- 
priate for the enactment of suitable bank holding company legisla- 
tion and would regard it as a privilege if representatives of the asso- 
ciation could be permitted to consult with this committee and its staff 
in redrafting such legislation. 

In conclusion, I should like to thank the committee for the oppor- 
tunity to present the views of the American Bankers Association. 

(The material referred to by Mr. Boyles is as follows :) 


Exuisir A 


COMPARISON OF BRANCH BANKING AND HOLDING COMPANY 
OPERATIONS 


BRANCH BANKING 
HOLDING COMPANY OPERATION 
CORPORATE OkKGANIZATION 


One legal entity created under a 
single charter covering the main office 
of bank and all its branches. 


STOCKHOLDERS 


Possess the same stockholders. 
SUPERVISION 


Main office of bank and all branches 
are under supervision of the identical 
authority as provided by the laws 
under which organized. Could be either 
Federal or State laws. 

Main office and all branches also 
would be subject to supervision of Fed- 
eral Reserve System if a member or 
Federal Deposit Insurance Corporation, 
if insured. 

Two or more separate legal entities 
each created under a separate charter, 
one for each bank affiliate. 

Possess different set of stockholders 
for each affiliate. 

Hach affiliate individually is subject 
to supervision under the laws under 
which is was separately organized. 
Some affiliates could be organized 
under State laws and others under Fed- 
eral laws. 

Each affiliate may or may not be sub- 
ject to supervision of Federal Reserve 
System or Federal Deposit Insurance 
Corporation, depending if such affiliate 
is a member cf the Federal Reserve 
System or if insured in the Federal De- 
posit Insurance Corporation. 

If a holding company controls both 
National and State member banks and 
procures a voting permit, then the hold- 
ing company, as well as all of its affili- 
ated nonmember State banks are sub- 
ject to examination by and reporting of 
the Comptroller of the Currency and 
the Federal Reserve Board. 
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BOARD OF DIRECTORS 


One board of directors. 

A separate board for each affiliate. 
Statutes commonly impose residence re- 
quirement. 

For example, national banking laws 
require that every director, during his 
whole term of service, must be a citizen 
of the United States, and at least three- 
fourths of the directors must have re- 
sided in the State, Territory or district 
in which the association is located, or 
within 50 miles of the location of the 
office of the association, for at least 1 
year immediately preceding their elec- 
tion, and must be residents of such 
State or reside within a 50-mile terri- 
tory of the location of the association 
during their continuance in office. 

fach director must own stock in the 
association, the aggregate par value of 
which shall be at least $1,000, unless 
the capital of the bank does not exceed 
$25,000, in which case he shall own not 
less than $500. 

Any diector ceasing to own the re- 
quired number of shares, shall vacate 
his place. 


MANAGEMENT 


Amounts to absentee management by 
officers of main office and board of di- 
rectors. Officers in charge usually 
have limited powers. 


Affiliates are local institutions man- 
aged by local board of directors and 
officers. May have some supervision 
and assistance on loan and investment 
overall policies from holding company. 


CAPITAL STRUCTURE 


Single capital structure for main 
office and all its branches. 


Separate capital structure for each 
affiliate. Changes in capital are sub- 
ject to the supervisory authority hav- 
ing jurisdiction over each affiliate. 


DEPOSITS 


All deposits pooled as deposit liabil- 
ity of and available for investment or 
loans by the bank through main office 
or any of its branches. 


LOAN 


Loan limit based upon capital and 
surplus applies to the aggregate of all 
loans made at main office and at all 
branches. (In case of national banks 
the limit is 10 percent of capital and 
surplus) 


As a result a small branch in an in- 
dustrial section can handle the loan 
requirements of large customers up to 
the total limit permitted of the whole 
branch banking operation. Conse- 
quently the branch usually carries the 
deposit accounts of such customers. 


Each affiliate has its own deposits 
which are its sole liability, and which 
such affiliate alone can invest or loan 
from its own office and to its own 
customers. 


LIMIT 


fach affiliate has its own loan limit 
based upon its onw capital and sur- 
plus. This limit has no relation to 
capital and surplus of any or all of the 
other affiliate banks and the holding 
company. 

An affiliate has a special restriction 
imposed by section 24 of the Federal 
Reserve Act with respect to loans to 
other affiliates. 

An affiliate in an industrial section 
can only handle the loan requirements 
of a customer up to its individual 
limits. Consequently substantial de- 
posits of the customer usually go to a 
larger bank or branch banking opera- 
tion with larger loan limits. 





414 CONTROL AND REGULATION OF BANK HOLDING COMPANIES 


LOANABLE FUNDS 


Each branch has access to entire 
capital funds and deposits of the bank 
(main office) and all branches. Con- 
sequently a branch might lend more 
than the total deposits of that particular 
branch. 


Each affiliate has available for loans 
only its own capital funds and deposits. 
This parallels the situation of independ- 
ent banks. An affiliate therefore is de- 
pendent upon correspondent banks to 
share excess loans. 


TERMINATION 


Branch can be closed at any time if 
unprofitable. All that is required to 
close a national bank branch is a reso- 
lution of the board of directors or of 


Requires voluntary liquidation of af- 
fillate according to provisions of the 
State or Federal laws under which it 
was chartered. 


the stockholders, if branch is described 
in articles of association, and the trans- 
mittal to the comptroller of such reso- 
lution together with certificate author- 
izing the branch. 

The Cuamman. Mr. Boyles, you think the statement of policy 
might be eliminated from the act ? 

Mr. Boytes. That is right. 

The Cuatrman. You don’t state that because you think that that 
statement of policy is not true in the abstract, but there is a danger 
in the concentration of economic power through the centralization of 
banking business that would be detrimental to our economy ¢ 

Mr. Boytes. I don’t think there is a concentration right now; no. 

The Cuarrman. No; but that as a statement you think is true, don’t 
you, if there was such a thing? 

Mr. Boyrtes. If there was it should be prevented, of course. 

The CuHatrman. If there was such a concentration of economic 
power through centralization of the banking business, it would be 
detrimental to our economy ? 

Mr. Boyes. An overconcentration ; yes, sir. 

The CHatrMan. It isn’t the truth of that statement that you quar- 
rel with, but the application; isn’t that it ? 

Mr. Boytes. I question it with respect to the application to bank 
holding companies; that is right. 

The CuatrmMan. Now, the National Banking Act provides that no 
national bank shall purchase stock for its own account. That has been 
in the law for a long time; has it not? 

Mr. Boyes. I believe so; yes, sir. 

The Cuatrman. You think that is a sound provision, don’t you ? 

Mr. Boytes. Yes, sir. They can only accept stock for debt and have 
to dispose of it after a certain time. 

The Cuarrman. It would put the banking business in a speculative 
field which would be hurtful to the banking business and its de- 
positors ¢ 

Mr. Boytes. That is right. 

The CHairmMan. And you are thoroughly in accord with that ? 

Mr. Boytes. Yes, sir. 

The CuatrmMan. You also believe, I judge, from what you say, that 
the creation and expansion of holding companies should be under 
proper supervision and direction ? 

Mr. Boytues. I agree to that; I believe that. 

The CuatrmMan. Well, those are the two main things that this bill 
attempts to do. 
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Mr. Boytes. That is right, sir. ; 

The Cuarrman. And you are heartily in accord with those objec- 
tives? ' 

Mr. Boyes. I think it is the opportune time to do something; 
yes, sir. Mangpie 2 

The Cuarrman. And the American Bankers Association is in favor 
of that? 

Mr. Boytes. That is right. 

The CuarrmMan. That is all. 

Mr. Wolcott ? 

Mr. Wotcorr. I have no questions. 

The CuarrmMan. Mr. Patman. 

Mr. Parman. I notice your statement, Mr. Boyles, in which you 
invite the committee to make the staff available for you to assist in 
preparing a new draft of the bill; that is on page 15 of your prepared 
statement. 

Mr. Boytes. Yes, sir. 

Mr. Parman. Do you believe that this bill is so loosely drawn or 
so imperfectly drawn, or improperly drawn, that it should not be used 
as a basis, but that we should start from scratch to try to prepare 
another bill ? 

Mr. Boytes. I think this could very well be used as a basis, Con- 
gressman. 

Mr. Parman. Well, when you strike out the declaration of policy 
you strike out what it intends to do. And you strike out, really, then, 
the purpose of the bill. 

Mr. Boyxes. I don’t think we would strike out the purpose of the 
bill by striking that out. I think the purpose of the bill could be 
sought by other provisions of the bill and leaving that out. 

Mr. Parman. You appear for the American Banking Association ? 

Mr. Boyes. Yes, sir. 

Mr. Parman. You are chairman of the committee on Federal legis- 
lation of the association ? 

Mr. Boyes. Yes, sir. 

Mr. Parman. Who composes that committee? Give me their 
names. 

Mr. Boytes. I don’t know whether I have the names with me or 
not, but I can get them for you, sir. We will supply those names for 
you, sir. 

Mr. Parman. I would like to have them now if it is present. 

How many members are there on your committee ? 

Mr. Boytes. I would say about 15. 

Mr. Parman. Well, you remember the most active ones. I assume 
they had to prepare this statement. 

Mr. Boyxes. This statement is based on a policy meeting 2 years 
ago, in 1953, and the members of the committee have changed some- 
what, but the views have not changed. 

Mr. Parman. Who assisted you, if anyone, in the preparation of 
this statement, Mr. Boyles? 

Mr. Boyes. Are you talking about individually, now ? 

Mr. Parman. Yes. , 

Mr. Boyes. Members of the staff. We talked with the president 
and vice president of the association, and this conforms to policies 
already a matter of record with the association in the association’s 
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minutes of the executive council and administrative committees. It 
operates through the committee, first, then their action is approved 
by the administrative committee, and the administrative committee’s 
action is approved by the executive council. 

Mr. Parman. Since there are 13 members of this committee, how 
many of them can you name? 

Mr. Boyzes. I don’t know how many I can name at the present time. 
The committee is changed. 

Mr. Parman. Did you have any meetings at all ? 

Mr. Boyes. We had a meeting in the first part of February. 

Mr. Parman. Of your committee? 

Mr. Boyuxzs. Yes. 

Mr. Parman. Of the 13? 

Mr. Boytgs. That is right. 

Mr. Patman. And how many of them, that you recall, were there? 

Mr. Boytes. I don’t know. 

Mr. Parman. Can you name one more ? 

Mr. Boyxes. Can I name one more? 

Mr. Patman. Yes. 

Mr. Boytes. I should be able to. You caught me unawares this time, 
sir. I should be able to name them all on that committee. 

Mr. Parman. You have a committee of 13 and you had a meeting? 

Mr. Boytes. There is Henry Bodman of Detroit. 

Mr. Parman. Who else? 

Mr. Boytxes. Mr. Bodman, Jim Gibbons of Indiana, John Reilly, 
Robert Dew of New York, Gibbs Lyons. 

Mr. Parman. Do you have the rest of them ? 

Mr. Boytes. No, 1 don’t have the rest of them. 

Mr. Parman. Are any of these people connected with holding com- 
panies ? 

Mr. Boytes. Let mesee. I don’t know. 

Mr. Parman. Suppose you have your assistant come over there with 
you where he can help you. 

Mr. Boytes. Very well. 

Mr. Patman. That is just a suggestion. I am trying to be helpful. 

Mr. Boytes. Well, the original analysis was made and policy was 
taken that at the American Bankers Association, in 1953, we had on 
our committee Julian Baird and Wendell Burns, representing holding 
company operations. 

Mr. Parman. Whois the first one? 

Mr. Boyes. Julian Baird. 

Mr. Parman. Which holding company did he represent ? 

Mr. Boyes. First Bank Stock Corp. 

Mr. Parman. That is Boston ? 

Mr. Boytes. No, Minneapolis. 

Mr. Parman. What is the next one? 

Mr. Boytes. Wendell Burns. 

Mr. Parman. Which one did he represent ? 

Mr. Boyes. Northwest Bank Corp. 

Mr. Parman. What is the other one? : 

Mr. Boytes. Those are the only two I can remember on the com- 
mittee of 1953. 

Then you haven’t asked me, but I can state that we had the president 
of the Independent Bankers Association, Emmert Brumbaugh, and a 
famous supporter of the legislation, my friend Harry Harding. 








CONTROL AND REGULATION OF BANK HOLDING COMPANIES 417 


Mr. Parman. He has testified. 

Mr. Boyzes. Yes, I know that. But those four gentlemen, repre- 
senting two sides, were quite in evidence in our committee and lent 
their views. 

Mr. Parman. Who else was connected with holding companies were 
on the committee in 1953 ¢ 

Mr. Boyues. I don’t recall anybody else. 

Mr. Parman. Who else was connected with it in 1955? You havea 
different committee now, don’t you? 

Mr. Boyues. Yes. 

Mr. Parman. Who else is connected with holding companies that 
is on your committee ¢ 

Mr. Boyes. I don’t think we have any. 

This policy was set in 1953, and it has not changed. 

Mr. Parman. 1953, and that is right? 

Mr. Boytes. That is right. 

Mr. Parman. Do you have as members of the American Banking 
Association the Transamerica Corporation ? 

Mr. Boyes. As members, the Transamerica Corporation. Not as 
such, no. 

Mr. Parman. Do you have any of the bank members? 

Mr. Boytes. Yes. 

Mr. Parman. In other words, you have members that are owned by 
and controlled by the Transamerica Corporation in your association ? 

Mr. Boyes. 1 would imagine so; yes, sir. 

Mr. Parman. You have also members that belong to the Bank of 
America, don’t you? 

Mr. Boyzes. Yes, sir. 

Mr. Parman. In fact, you have members that belong to all these 
holding company groups, don’t you / 

Mr. Boyes. I think I said that in my opening statement, sir. 

Mr, Parman. Very well. I will take that as conclusive evidence, 
and not pursue it further, and just assume that all of them belong to 
your association. 

Mr. Boyxes. Well, a goodly number do. I cannot say that all do. 

Mr. Parman. None of them belong to the Independent Bankers 
Association, I don’t suppose ? 

Mr. Boyzes. I don’t suppose so; no, sir. 

Mr. Parman. Now, here is what bothers me, Mr. Boyles, about an 
oirganization like the American Bankers Association—that is with 
membership such as you have described. I am not attacking them. I 
know they are fine men. Bankers are good people, and I will not 
attack them as bankers. I have nothing but words of praise for the 
banking business, I believe in the private banking system, privately 
operated, and for a profit, because you have to have a profit to succeed 
and to be a part of our economy and make it work as it is working, and 
to the banking system I pay a tribute for that purpose, because they 
are a wonderful part of our capitalistic system which we all agree with 
and which should be continued, but what bothers me about your testi- 
mony, in representing these people, is that you have people there who 
are selfishly interested in this matter. Self-interest is part of the 
private enterprise system, the way I construe it, and I think your 
association, having people like that in it, if it works like it does with 
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the United States Chamber of Commerce, and the National Associ- 
ation of Manufacturers, the big ones get to running it. I don’t say 
that to reflect on the big ones or the little ones. It is a natural thing 
that comes about naturally. The big man can be at every meeting, he 
has everything at his disposal, he has somebody to step in his shoes 
when he is away from his job, he doesn’t have any trouble getting 
away, and, therefore, he becomes an important cog in that important 
wheel of yours, and he can accept ap ointments to committees, he 
can become chairman, he can become a le sader, he can gradually go on 
up to the top, and, naturally, they get into bottleneck positions of 
power, strength, and might. They just naturally do that. 

The little man is pushed back, not because you deliberately push him 
back, understand me, but because he is not in a position to attend all 
these meetings, to accept these assignments, and to always be there 
pushing his interests like the big men, and the result is that the big 
man gets to run the show. 

At one time I asked a member of the United States Chamber of 
Commerce—and I believe I could ask you the same question—if there 
has ever been a time when there was a conflict of interests between the 
big fellows and the little fellows that the United States Chamber of 
Commerce ever took the side of the little man, and this person said he 
wanted to take it up with the board of directors, and came back to me 
2 weeks later and said he just couldn’t answer it because they con- 
sidered it a trick question. I don’t consider it a trick question at all. 

I will ask you the same question: Do you know of any policy 
involving the big banks and the little banks where there was a con- 
flict of interests, where the American Bankers Association ever took 
the side of the little man ? 

Mr. Boytes. Well, now, that is a pretty broad statement for me to 
answer, but I would like to tell you, if this committee has the time, 
how the decision was arrived at, and to explain first that I am an 
independent banker myself, have no affiliation with any other bank. 
Our bank is locally owned, 48 or 44 percent of the stock is owned by 
the directors, officers, and employees of the bank. 

Mr. Patman. May I interrupt you there to say, Mr. Boyles, respect- 
fully, that I think the American Bankers Association has been pretty 
clever in putting fellows like yourself out front. You will notice you 
will have presidents and people in these high positions coming here, 
just like yourself, more or less little men, and not vulnerable. And 
I think they are wise in doing that. If I had anything to do with 
running the show I think I would recommend the same thing. 

Mr. Boyes. I don’t know about the running of the show, sir, but 
I would like to explain this particular point. It is rather important 
in the holding company situation. 

This holding company question has been up for years and years in 
the American Bankers Association, without a policy being created 
definitely in black and white such as I have here. This policy. if you 
please. sir, happens to be a good portion of my thinking, without being 
pushed around, without being unwarrantly controlled by anybody. I 
didn’t consult the holding companies. I did consult one of the mem- 
bers of my committee when I found this decision representing States 
rights which appeared so forcibly in S. 1118. So this decision did 
not represent the thinking of any one particular group except as evi- 
dence from an evolutionary process over the period of years. 
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So in the particular case you are speaking of now, with reference to 
holding companies, and little men being overrun by the big men, 
it is just simply not the case in this particular situation. On our par- 
ticuiar committee, as I told you before, there were two strong ig wa 
sentatives of holding companies, and two exceedingly strong members 
of the independent bankers, and I have sympathy for their under- 
standing. . 

Mr. Parman. These two people with the holding companies, do 
they hold any positions in the American Bankers Association 

Mr. Boyzxs. I don’t know what positions they hold in the American 
Bankers Association at the present time. Our committee book would 
show that. Iam not familiar with it at all. 

Mr. Parman. Did you make any effort to determine the feeling of 
the people generally about an issue of this kind, or just consult the 
interested people ¢ 

Mr. Boyzes. I looked at the past record of the minutes of the coun- 
cil meetings, and of the arguments that led up to the decisions and reso- 
lutions passed heretofore. 

Mr. Parman. Well, Mr. Boyles, I construe your statement as defi- 
nitely opposed to this bill. 

Mr. Boytes. I didn’t say I was opposed to the bill. 

Mr. Parman. Well, your “buts” kind of butt it off the board, the 
way I see it. I don’t see any encouragement from the American 
Bankers Association for this bill at all. And whenever you strike out 
the declaration of policy to my mind you strike out the heart of the 
bill. 

You state, for instance, that they shouldn’t mention competition. 
That you have plenty of competition. 

Mr. Boyies. That is right. 

Mr. Parman. No. 1, there is no competition among the banks in the 
most important thing, receiving deposits. Prior to 1935 you competed 
with other banks in getting deposits, by paying a larger or more satis- 
factory interest rate. The American Bankers Association—and I take 
my hat off to you for your power and influence, and prestige, which 
enabled you to get an amendment through that made it unlawful for 
banks to pay interest on demand deposits at all, although you were 
paying up to a quarter of a billion dollars at that time, which was 
enormous, and when the deposits were very small compared to now. 
You had a law put on the statute books making it absolutely a viola- 
tion of the law for a bank to pay interest on demand deposits. There- 
fore you destroyed all competion among banks on acquiring their most 
valuable assets, deposits. You destroyed that competition. 

Next, on time deposits. You got it fixed so that the Federal Reserve 
Board would determine the amount of interest on time deposits and, 
of course, they are the banker’s friend, the banker’s bank, and they 
will take care of the banks, and they have fixed it so low that it is in- 
significant, and there is no competition between the banks on time 
deposits. Absolutely none. 

So where there was 2 competitions before, in those 2 respects it has 
been taken out. So that part of your statement that there is competi- 
tion among the banks is incorrect. 

lhe other part of your statement, wherein you bring up about Fed- 
eral savings and loans, and credit unions, and finance companies, and 
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associations and organizations and corporations of that nature, that 
they are in competition with you—they cannot compete with you. You 
manufacture the money. Not one of the ones that you mentioned can 
ever manufacture money. They can only extend loans of actual money. 
But you manufacture your money. Therefore, they don’t have a 
chance in competing with you. You can manufacture $6 to every $1 
you have as areserve. But they cannot do that. 

Therefore, you are not at a competitive disadvantage with those 
groups which don’t manufacture money. It is like the fellow who is 
selling rattraps. He was told he was selling them too high. And he 
said “Well, they just can’t be sold cheaper because I steal the the wire 
to build my rattraps, and nobody else can compete with me.” 

I don’t mean to say that the bankers steal this money. They don’t. 
They do it in a perfectly honorable, legitimate way. The Congress 
has authorized it. But you are in a position of great advantage over 
these others because you can manufacture $6 for every $1 of reserve, 
whereas they cannot. Therefore, your statement that you have 
rugged competition with these people, I think, is an incorrect state- 
ment, Mr. Boyles, because they are not in a position to compete with 

ou. 

You mentioned one here, the Small Business Administration. I 
certainly know you are not in competition with them because they are 
trying to help the banks. They even raised the interest rate up to 6 
and 7 percent to help the banks. They claimed it would hurt the 
banks for it to be less. So they are not in competition with you. None 
of these organizations are in competition with you. I mean effective 
competition. 

Therefore, I say that the chairman’s declaration of policy is a good 
one, and that it should be kept. 

Don’t you agree that you have a position of great advantage over 
these groups that I named, Mr. Boyles? 

Mr. Boytes. To some extent, yes. But you didn’t get into the 
other end of the situation which has not been brought before this com- 
mittee, the taxation end, I am referring to. 

Mr. Parman. What do you have in mind there ? 

Mr. Boytes. I have nothing in mind to discuss at the present time 
on that. You were saying about the advantages. There are disad- 
vantages, too. 

Mr. Parman. What are the disadvantages ? 

Mr. Bortes. DoI need to go into that this morning ? 

Mr. Parman. Certainly. You brought it up, in the declaration of 
policy. If there are any disadvantages, I think you ought to name 
them. 

Mr. Boytes. You have made a statement. I don’t think, Mr, Pat- 
man, that all the bankers would agree that we don’t have competition, 
let me put it that way. 

Mr. Parman. Well, on the two things that I mentioned, that goes 
to the heart of the banking business, getting deposits, either demand 
ortime. That isthe heart of the banking business; isn’t it ? 

Mr. Boyes. That is right. 

Mr. Parman. That isthe heart of it? 

Mr. Boyzes. That is right. 

Mr. Parman. On those two you do not have competition, do you? 

Mr. Boytes. We think we do, let us put it that way. 
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Mr. Parman. And on these other groups, you can jpokescg compete 
when you can create money to the extent of $6 for every dollar you 
have. They cannot do that atall. They can’t manufacture $1. They 
have just got to lend what they have available. So whenever you have 
a 6 to 1 advantage it occurs to me that you shouldn’t be yelling or com- 
plaining about unfair competition, Mr. Boyles. 

At one time you had your representative of the American Bankers 
Association here—and this goes to the heart of this bill, too, as it in- 
volves deposits of banks, the Federal Reserve, and other questions, 
and I just want to read to you a colloquy that took place, and I am 
doing this for the purpose of asking you, as the chairman of the com- 
mittee on Federal legislation of the American Bankers Association, to 
state whether or not your representative correctly stated the facts or 
whether he was in error, and if so, to make it plain for the record be- 
cause it has never been made plain for the record. 

This happened June 23, 1953—2 years ago. 

Mr. Burns—you will recall Mr. Burns of your association ? 

Mr. Boytrs. Yes, I do. 

Mr. Parman. He said: 

Offsetting that, the Federal Reserve has these reserves deposited with the 
Federal Reserve Banks. 

Mr. PaTMAN. But they can’t use them. 

Mr. Burns. They invest them in Government bonds. 

Mr. PaTMAN. You are mistaken about that. You are getting off now. That 
is not accurate. You cannot invest reserves of the Federal Reserve banks in 
Government bonds. They have no reason to invest reserves. 

Mr. Burns. Well, we are getting quite away from it, but the Federal 


Mr. PaTtTMAN. I know, but you mentioned this subsidy matter in your state- 
ment as being against all subsidies. 

Mr. Burns. All right, the Federal Reserve Board, however, does invest its 
surplus funds in United States Governments. 

Mr. PATMAN. Oh, no; the Federal Reserve banks— 

Mr. Burns. Sure. 


Mr. PATMAN. Why, of course not. They cannot invest these reserves. They 
have got to be kept right there intact and they have no power to invest them. 
None. You are wrong about that, my friend. The Federal Reserve banks trade 
printed money, Federal Reserve notes, for the Government bonds they buy. In 
other words, the money is created by the Federal Reserve banks for that pur- 
pose. It is done under their power to create money. You represent the great 
American Bankers Association, but they had better get you straight because 
you are wrong about that. 

Now, who was right there, Mr. Burns or was I right about that? 

Mr. Boyzes. I am not prepared to answer that at all, what the 
American Bankers Association thinks about that. That subject has 
never come under our program at all. 

Mr. Patman. Will you do this: Since that is a fundamental 
matter 

Mr. Boyes. Isn’t that a matter for the Federal Reserve to answer ? 

Mr. Parman. I think it is a matter for the American Bankers, be- 
cause you are incorrectly informing the people, my dear sir. In other 
words, you are telling the bankers of the country, and they are quoting 
you on it—I get letters all the time, and they are quoting you on it— 
saying they use these reserves to buy Government bonds. I spent a 
page or two explaining to them why they are wrong about it. So Iam 
asking the great American Bankers Association to get that straight 
and to put it in this record, that Mr. Burns was not correct when he 
made that statement. 
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Will you either put it in one way or the other, Mr. Boyles? 

Mr. Boyes. I shall not put it in myself, Mr. Patman. I am not 
qualified to answer that. 

Mr. Parman. Will you contact—I wouldn’t call them “kingmakers,” 
this is not the right phrase. 

Mr. Boyzes. I wouldn’t like that in the record, sir. 

Mr. Parman. No, I wouldn’t do that. But will you contact the 
people—I wouldn’t say who are running the show, but the people who 
have the policymaking privileges of the great American Bankers As- 
sociation, and ask them for their opinion and put that opinion in this 
record in connection with your remarks? 

Mr. Boy.es. I will do what I can to see the administrative com- 
mittee to see whether or not—— 

Mr. Parman. I hope you will do it, then. Fine. Thank you. 

Now, the thing I am relying on, Mr. Boyles, in 1954 when one of 
your witnesses was here I requested the same information and didn’t 
get it. So this is the second time I am asking for it and I hope you 
get it and put it in the record because I think the American Bankers 
Association owes it to me, to this committee, to the Congress, and to 
the American people, to get this question right. So I hope you do it, 
Mr. Boyles. 

Mr. Boytes. Thank you. 

Mr. Parman. Thank you. That is all. 

The Cuatrrman. Mr. Multer. 

Mr. Mutter. I will pass at this time, Mr. Chairman. 

The Cuarrman. Mr. Kilburn. 

Mr. Kitsurn. No questions. 

The Cuarrman. Mr. Betts? 

Mr. Berrs. No questions. 

The Cuatrman. Mr. O'Hara? 

Mr. O'Hara. Thank you, Mr. Chairman. I desire to make a state- 
ment. 

Mr. Boyles is one of the leading bankers of the city of Chicago. His 
bank is located in a neighborhood, in Chicago, that has been most 
fortunate in the character of banking service it has been given, abun- 
dantly covering all fields of legitimate need. Everyone in that locality 
and in all Chicago is very proud of Mr. Boyles and the great record 
made by his bank. 

He is the past president, I believe, of the Illinois Bankers Associa- 
tion; is that not right ? 

Mr. Boytes. That is correct, sir. 

Mr. O’Hara. Mr. Boyles, you made a statement to this committee 
that the American Bankers Association has a membership that covers 
98 percent of the banks and financial institutions of the United States. 

Mr. Boyes. Yes, sir. 

Mr. O’Hara. You forthrightly stated that some of the members 
were bank holding companies, and others were independent banks, in 
other words, that the membership represented the entire range of bank 
financing. 

Mr. Boytes. That is right. 

Mr. O’Hara. And you came here representing the association as 
chairman of its legislative committee to present to this committee the 
Coniposite thinking of all the bankers in that association; that is 
correct ¢ 
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Mr. Boyes. That is correct, sir. 

Mr. O’Hara. Mr. Boyles, does what you have said, substantially 
represent your own thinking ? 

Mr. Boytes. Yes, sir; it does. 

Mr. O'Hara. You were gracious enough to greet me when you 
came in here because we are friends / 

Mr. Boytes. That is correct. 

Mr. O'Hara. And I showed you two letters that I had received from 
officers of the First National Bank of Chicago ¢ 

Mr. Boytes. That is correct. 

Mr. O’Hara. I explained to you that I always make it a practice, 
being from Chicago, and on this committee, when banking legislation 
is brought before this committee, to send the bills to all the Chicago 
bankers and ask expression of their opinion on the pending legislation, 
and I read to you a reply to my query on H. R. 2674 froin Mr. Living- 
stone ? 

Mr. Boyes. That is correct. 

Mr. O’Hara. Who said that he happened to be president of the 
American Bankers Association, and he is now president of the First 
National Bank of Chicago? 

Mr. Boytes. That is correct. 

Mr. O'Hara. Mr. Livingstone is president of the American Bank- 
ers Association and president of the First National Bank of Chicago. 
He is most highly esteemed in Chicago, one of our outstanding citizens. 
He stated that you were to present the viewpoints of the American 
Bankers Association arrived at after careful study. 

Mr. Boyes. That is correct. 

Mr. O’Hara. Then I showed you a letter from Edward E. Brown, 
chairman of the board of the First National Bank of Chicago. 

Mr. Boytes. Same bank, sir. 

Mr. O’Hara. An outstanding banker, and a very fine gentleman. 

Mr. Boytes. Yes, sir. 

Mr. O'Hara. Mr. Brown expressed views which might seem a little 
more in opposition to the bill than what had been expressed by Mr. 
Livingstone, and he said he was representing his own views and not 
necessarily the views of the American Bankers Association. 

Mr. Boyies. That is correct. 

Mr. O’Hara. Then, as I understand it, the recommendations that 
you are making to this committee have come from the study and the 
composite thinking of the responsible bankers who belong to the asso- 
ciation and do not necessarily reflect in every detail the individual 
thinking of all members. 

Mr. Boyes. That is right. 

Mr. O’Hara. Among individuals there may be shades of differ- 
ences. As I understand it, the committee of which you are the able 
chairman, has endeavored to work out these differences and to make 
recommendations to us that substantially represent banking thinking. 

Mr. Boyes. That is correct. 

Mr. O’Hara. Thank you very much. May I compliment you on 
making a masterful presentation of the views of the association. 

The Cuatrman. Mr. McVey. 

_ Mr. McVey. Mr. Boyles, I take it from your testimony that you are 
in accord with the theory that holding companies should divest them- 
selves of nonbanking interests ? 
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Mr. Boytes. Yes, sir. 

Mr. McVey. Do you have any other suggestions ? 

Mr. Boytes. I think we have a suggestion of time limit in there, and 
some suggestions as to necessary adjuncts to the business. 

Mr. McVey. I was interested in that part of your testimony because 
it does not agree with some of the testimony we have had from wit- 
nesses for the bank holding companies. So I appreciate your tes- 
timony. 

Thatisall. Thank you. 

The Cuarrman. Mrs. Buchanan. 

Mrs. Bucnanan. No questions. 

The Cuatrman. Mrs. Sullivan. 

Mrs. Sutiivan. No questions. 

The Cuatrman. Mr. Fountain? 

Mr. Fountarn. Just one question, Mr. Chairman. 

Mr. Boyles, before preparing your statement, and in the process of 
working out the recommendations which you were to make to this 
committee, did you get any recommendations from State banking 
associations of the respective States, concerning their views on this 
particular piece of legislation ? 

Mr. Boyes. No, we didn’t take those in that manner that you 
suggest, no. 

Mr. Fountarn. That is all, Mr. Chairman. 

The Cuairman. Mrs. Griffiths. 

Mrs. Grirritus. Thank you, Mr. Chairman. 

Mr. Boyles, on page 13 of your testimony, in the fifth paragraph, 
could you give me an example of an investment that you would not 
require a bank holding company to divest itself of ? 

Mr. Boyes. An auditing company that might audit all the banks 
in a holding company, or a tax service that might be working for it, 
with special listed individuals. 

Mrs. Grirrirus. Do you think that the language would be broad 
enough to permit discretionary powers to exempt others ? 

Mr. Boytes. If they went on the basis of “properly incident 
thereto,” I think the Federal Reserve Board in this particular case 
could amplify that, without making too many exclusions, yes. 

Mrs. Grirrirus. But they could broaden it ? 

Mr. Boyuzs. To that extent, yes. 

Mrs. Grirritus. That is all. 

The Cuatrman. Mr. Patman has another question. 

Mr. Parman. Mr. Boyles, I said awhile ago that the second time 
I asked the American Bankers Association to correct this statement, 
and they hadn’t, I was in error in that. It is the third time that I 
have asked them. So I hope you can get the answer this time and put 
it in the record. It isa matter of great public interest, I assure you. 

On this question of concentration of credit, I happen to have before 
me, from Sunday’s New York Times, March 6, 1955, a statement 
which I think shows pretty well the concentration of banking. It is 
not a long statement, and I will read it. The heading is “Commercial 
Banks Gain 29 Percent in 1954.” 


Commercial banks of New York State, the northern half of New Jersey, and 
Fairfield County, Conn., owned 29 percent more money in 1954 than they did in 
the previous year. Commercial banks in this area which comprised the second 
Federal Reserve district had a record high of profits in 1954, and a gain of $65 
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million over 1953. According to the monthly review of credit and business 
conditions published by the Federal Reserve Bank of New York. The gain in 
net profits last year, in comparison with the year before, was due chiefly to 
substantial profits on securities transactions in 1954, which replaced losses in 
the previous year. Net earnings on regular banking operations, such as making 
loans, totaled $470 million before taxes in 1954, only slightly changed from the 
previous year. 

Net profits from all sources of 21 large New York City banks totaled $213 
million, a gain of $52 million over 1953. This remitted a return of 8.3 percent 
on capital funds against 6.4 percent in 1953. 

Now, the point in regard to concentration is this: According to 
this statement, if you break it down, and you analyze and evaluate it, 
you discover that 21 banks averaged $214 million each on security 
transactions in 1954. 

Now, why did they just accidentally do that? Did they know that 
bonds were going down to 89 and that they could buy them up and 
wait and sell them, as they did? Did they have only knowledge of 
that? The Open Market Committee is right there in New York. 

The Open Market Committee is part of the New York Federal 
Reserve Bank. It is run by a person in the Federal Reserve bank 
who is paid by the Federal Reserve Bank of New York. The officials 
of the Federal Reserve Bank of New York are selected by a board of 
directors, six of whom, or two-thirds, are appointed and selected by 
the private banks of that Federal Reserve district. 

Could there be any significance there’? That they are so closely con- 
nected with the Open Market policy, which determines whether or not 
bankers make money or whether they lose money, or whether the 
country is in good times or bad times, and does it mean that they are 
in a position to judge what the Open Market Committee is going to do 
and will buy accordingly and reap these enormous profits? Two and 
a half million dollars per bank, in 1 year’s time, on securities alone? 
Does that attract your attention at all, Mr. Boyles, and does it arouse 
your curiosity in the least 

Mr. Boyes. I cannot believe that they had any information 
received beforehand as to what the Open Market Policy Committee 
were going to do at all, any more than they could have had in the last 
30 days when the bonds have gone down quite a bit. 

Mr. Parman. Well, of course, when bonds go down they buy, and 
then when they go up they sell. I guess that is the way to make a 
profit. But the point is that the Open Market Committee should be 
right here in Washington. Don’t you agree? 

Mr. Boyuxs. I would have to study that subject, sir. 

Mr. Parman. You would have to study that subject, too? 

Mr. Boyuxs. Yes, sir; I am not that smart, sir. I would have to 
study that. 

The Cnarrman. Mr. Multer. 

Mr. Mutter. Mr. Boyles, I know not only from my good friend and 
colleague Mr. Barrett O’Hara, but also from a personal visit I made 
with the Small Business Subcommittee to your city, of the work you 
and your bank have been doing in that community. 

Mr. Boytes. Thank you. 

_ Mr. Motrer. I appreciate the statement you are making here today 
is not so much your personal statement, or that on behalf of your bank, 
but rather one which is on behalf of the American Bankers Associa- 
tion, so any of the questions I direct to you against the statement are 
not meant to be critical of you or your bank and its operations. 
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I notice on page 2 of your statement you say that it is vital that each 
State should be permitted to determine whether or not bank holding 
company expansion should be permitted within its own borders, and 
so forth. Your association does not mean by that that State law 
should be permitted to supersede Federal law insofar as it applies to 
national banks / 

Mr. Bories. No: I am not referring to that. We are referring to 
holding-company operations solely in that. 

Mr. Muurer. What is the opinion of your association, if you can 
state for us, as to whether or not holding companies should be per- 
mitted to organize new banks? 

Mr. Boyes. Permitted to organize new banks? 

Mr. Mutrer. Yes. 

Mr. Boyes. Anybody can organize a bank if they get the approval 
of the State or national authorities, sir, and comply with certain 
things. 

Mr. Mutter. Every law that I have ever seen in any of the States, 
and certainly the Federal statutes, all provide that only individ- 
uals could organize a bank. 

Mr. Boytes. That is correct. That is the only way in which it can 
be organized. 

Mr. Murer. We have been told here that in some instances holding 
companies have actually organized banks. They have named dummy 
organizers who were actually acting for the holding company to or- 
ganize new banks. You wouldn’t approve of that procedure ¢ 

Mr. Boytes. I don’t think that is the right procedure, even for hold- 
ing companies. 

Mr. Mutter. I have read the recommendations contained in your 
statement. I do think they are much too general in nature to be of 
any real service to the committee. I think they ought to be more 
specific. 

When you recommend, for instance, that the definition should be 
something other than set forth, you don’t give us your idea or the 
association’s idea of what the definition ought to be except to say that 
the definition is not a good one. 

Then, too, you recommend appropriate amendments to carry out 
the changes you suggest with reference to registration, reports, and 
examinations, but you don’t specifically indicate how we could im- 
prove the statute, or the proposed statute, rather. 

Mr. Boytes. That is right. 

Mr. Murer. The same is true all the way through the statement. I 
think it would be helpful to us if you could give us specific recommen- 
dations. In dealing with a definition it is hardly of any help to say 
“vour definition is no good.” 

Mr. Boytes. I think that is right. 

Mr. Mutter. If you would supplement this statement with more 
specific recommendations as to how you think the language could be 
improved, it may be helpful to us in executive session. 

Mr. Boyzes. We shall file an additional report if you so request, sir. 

Mr. Mouurer. Thank you. 

That is all, Mr. Chairman. 

(Additional information supplied by the American Bankers Asso- 
‘iation follows :) 
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THE AMERICAN BANKERS ASSOCTATION, 
Washington, D. C., Mareh 10, 1955. 
Hon. BRENT SPENCE, 
Chairman, House Committee on Banking and Currency, 
House of Representatives, Washington, D.C. 

DEAR Siz: On March 7, 1955, when I had the privilege of testifying before your 
Committee on Banking and Currency, on behalf of the American Bankers Associ- 
ation, Congressman Multer requested that our suggested amendments to H. R. 
2674 be more specific. While we thought that most of our suggestions were self- 
explanatory, we realize that in some instances they could be more specific. I 
am, therefore, sending this letter to you in the hope that it will amplify and 
supplement my formal statement of the other day. 


DEFINITION 


Section 3 (a) (2) gives a definition of a bank holding company as follows: 

“Any company which the Board determines, after notice and opportunity, for 
hearing, directly or indirectly exercises (either alone or pursuant to an arrange- 
ment or understanding with one or more other persons) a controlling influence 
over the management or policies of two or more banks.” 

In my testimony, I suggested that this definition be omitted. However, in the 
event that such provision is left in the bill, I proposed that suitable standards 
also be incorporated therein to guide the Board in its decisions. 

Since the Board already has had some experience under the present laws, it 
would seem desirable that it give you its ideas concerning such standards. In 
making this suggestion, I had in mind that such standards could provide: 

1. That there must be convincing evidence of the exercise of “controlling in- 
fluence over the management or policies.” 

2. That the influence must be of such nature that the management of the banks 
involved formulate overall bank policies or make important banking decisions 
in conformity with the wishes of such company. 

3. That such influence of such company need not be accompanied by any owner- 
ship of shares in the banks involved. 


ACQUISITION OF BANK SHILARES OR BANK ASSETS 


In my testimony, I suggested that section 5 (a) be amended by adding a proviso 
that such prior approval of the Board shall not be required by a bank holding 
company upon the acquisition of ownership or control of shares of a bank of 
which it already owns or controls the majority of shares. 

I also suggest the deletion of the last sentence in section 5 (b), reading “If the 
authority so notified by the Board files its written disapproval of the application 
within said 30 days the application shall not be granted.” Instead, there could be 
substituted a provision, conforming with my testimony, which would provide 
that when a supervisory authority files its written disapproval of an application 
within the time period, the Board shall appraise the findings and recommenda- 
tions of such supervisory authority and arrive at a fair decision in the public 
interest, which decision should be final as between the agencies. 

On pages 10 and 11 of my testimony, I suggested specific language to be substi- 
tuted for section 5 (c)—relating to expansion within or outside of the State in 
which such bank holding company is domiciled—which I again would like to 
call to your attention. 


DISTRIBUTIONS AND EXCHANGES PURSUANT TO BANK HOLDING COMPANY ACT OF 1955 
We suggest that a provision be added in part VIT which would permit a bank 
holding company to distribute or transfer ownership of any shares of or interest 
in any banks owned by it, continuing as a nonbank holding company, and to re- 
ceive tax relief similar to that which would be granted if such bank holding com- 
pany disposes of nonbanking interests. 

I hope that the foregoing supplemental statement will be of some use to you. 
It has been a personal pleasure for me to appear before your committee. I wish 
to thank you and your associates for the courtesies extended. 

Respectfully yours, 
GEORGE R. BoYLeEs, 

Chairman, Committee on Federal Legislation. 
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The Cuarmman. Mr. Nicholson. 

Mr. Nicuoxson. No questions. 

The Cuarman. Dr. Talle. 

Mr. Tate. No questions, Mr. Chairman. 

The Cuatrman. Mr. Boyles, you say the statement made in the 
declaration of policy is a true statement if the facts were justified, that 
there would be a major concentration of economic power in the cen- 
tralization of banking; there is no doubt about that. 

Mr. Boytes. I cannot say it isn’t a true statement, but it doesn’t 
exist at the present time, sir. 

The Cuatrman. Yes; it is good as a matter of abstract law is con- 
cerned ? 

Mr. Boytes. Yes. 

The Cuarrman. Now, you are opposed to bank holding companies 
going into business that the banks themselves wouldn’t go into. You 
believe that; don’t you? 

Mr. Boyues. Yes, sir. 

The Cuarman. If you would concentrate control over money and 
over industry you certainly would have a monopoly that would be 
detrimental to the general welfare of the country. You agree to that; 
don’t you? 

Mr. Boyrtes. It could possibly be under certain circumstances. 

The CHarrman. Well, we are looking to the future, of course. A 
man might say we ought not have a criminal law because we don’t have 
any crime. It is not directed at any particular organization. It is for 
the general welfare and safety of our people in the future. 

You don’t believe that the holding companies should cross State 
lines without consent of the State authorities ; do you? ; 

Mr. Boytes. That is right. 

The CHarrman. Well, you are for most of the objectives of this bill. 

Mr. Boytes. I don’t say we are too much against the objectives. We 
are emphasizing States rights and we believe they would be better 
preserved if a State wanted a holding company to come in to permit it. 

The Cuatrman. I think the general purpose of this bill is to reserve 
States rights, and there is a section in there which specifically says that 
we don’t want to take any of the rights away from the States, as far 
as the bank holding companies which they now have. 

That isall. You may stand aside. 

Mr. Moutrer. Mr. Chairman, may I ask this other question, please? 

The Cuarrman. Mr. Multer. 

Mr. Mutter. Mr. Boyles, the statement at the bottom of page 3 
and top of page 4 of your statement, indicating there is sharp com- 
petition between banks for loans and deposits, and you there mention 
credit unions, savings and loan associations, life-insurance companies, 
and other companies, including a few Government agencies—I think 
what you mean there is not so much that there is competition, but 
that because of provisions of law these various organizations are per- 
mitted to make loans that commercial banks are not permitted to 
make. For instance, commercial banks in most States are not per- 
mitted to make long-term mortgage loans; isn’t that so ? 

Mr. Boytes. I don’t know that. Under the national banking laws 
up to 10 years, and under the FHA laws you can go up to 30 years. 

Mr. Mutter. That is with an FHA guaranteed mortgage. 
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Mr. Boyzxs. That is right. You are talking about straight mort- 
gages now ? 

Mr. Mutrer. In New York the rule is, and I think it is so in Illinois, 
that a commercial bank couldn’t make a 20- or 30- or 40-year mortgage 
loan; isn’t that so? 

Mr. Boyies. Not that far even in State banks in Illinois; I don’t 
believe so. 

Mr. Mutter. So it really isn’t competition, but because of restrictive 
provisions of law these other assocations or lending institutions can 
make types of loans which commercial banks cannot ? 

Mr. Bortes. That is correct in certain cases. 

Mr. Mutrer. So far as the two Government agencies you mentioned, 
there is no competition there because the law provides that if a loan 
is available elsewhere the Government agency may not make the loan? 

Mr. Boytés. I think that is the case in the present act, but previous 
to that time I think there was competition. I am not talking about 
the current situation, but about a prior situation. 

Mr. Motrer. So far as the Small Business Administration is con- 
cerned, they do not make the loan if a bank will make a joan. 

Mr. Boytes. I think that is a part of their statement of policy. 

Mr. Muurer. And they adhere to that pretty strictly ? 

Mr. Boytes. I believe that is right, sir. 

Mr. Mourer. And I think in your own city and in your own bank 
there is cooperation, as there is throughout the rest of the country, 
to get the banks to try to participate, even after they have turned 
down the loan, and then the Small Business Administration steps in 
and tries to get the bank to participate with the agency in making 
the loan? 

Mr. Boyes. That is correct. 

Mr. Mutrer. Thank you, Mr. Chairman. 

Mr. O’Hara. Mr. Chairman. 

The CHatrman. Mr. O’Hara. 

Mr. O’Hara. Might I add this, that small business has never had 
a better banking friend than has the community in which Mr. Boyles’ 
bank is located. I think that is your reputation, Mr. Boyles, the friend 
of small business. 

Mr. Boyxes. That is correct. That has been a long-standing policy 
of our bank. 

Mr. Motrer. Mr. O’Hara, if you will yield, I would like to state 
that from personal knowledge of the operations of the Small Business 
Administration, the banks of Chicago lead the way in putting that 
program into effective operation, and Mr. Boyles’ bank is one of those 
which participated in public hearings in Chicago and showed us how 
the job could be done. 

_ The Cuatmrman. With that compliment ringing in your ears, Mr. 
Boyles, you may retire. We are glad to have had your testimony. 

Mr. Boyes. Thank you, sir. 

The Cxarmman. Mr. Thomson. 

Do you have a prepared statement, Mr. Thomson ? 

Mr. Tomson. I have, Mr. Chairman. 

The CHairman. You may proceed as you see fit. 
Mr. Tuomson. Thank you. 
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STATEMENT OF J. CAMERON THOMSON, PRESIDENT, NORTHWEST 
BANCORPORATION, MINNEAPOLIS, MINN. 


Mr. Tuomson. My name is J. Cameron Thomson, and I am presi- 
dent of Northwest Bancorporation of Minneapolis, Minn. 

At the hearings before the Senate Banking and Currency Com- 
mittee in July of 1953 I submitted a joint statement on behalf of 14 
of the principal bank holding companies as follows: 

BancOhio Corp., Columbus, Ohio, by James R. Coppins, president. 

Bay State Corp., 45 Milk Street, Boston, Mass., by Philip Eiseman, 
president. 

The Citizens & Southern Holding Company, Atlanta, Ga., by Hugh 
W. Fraser, Jr., treasurer 

First Security Corp., Ogden, Utah, by George S. Eccles, president 

General Contract Corp., St. Louis, Mo., by Arthur A. Blumeyer, 
president 

Marine Bancorporation, Seattle, Wash., by H. L. Boyd, vice 
president 

Marine Midland Corp., Buffalo, N. Y., by Baldwin Maull, executive 
vice president 

New Hampshire Bankshares, Inc., Indian Head National Bank 
Building, Nashua, N. H., by E. Ross Carver, executive vice president 

Northwest Bancorvoration, Minneapolis, Minn., by J. Cameron 
Thomson, president 

Shawmut Association, Boston, Mass., by W. E. Rich, secretary to 
the trustees. 

Transamerica Corp., San Francisco, Calif., by F. N. Belgrano, Jr., 
president 

Trust Co. of Georgia, Trust Co. of Georgia Associates, Atlanta, Ga., 
by W.S. Woods, president, Trust Co, of Georgia Associates 

Trustees, First National Bank of Louisville, Ky., and other corpora- 
tions, by Henry Y. Offutt, secretary 

Wisconsin Bankshares Corp., Milwaukee, Wis., by William George 
Brumder, vice president 

That group of companies included 12 of the 18 companies listed by 
the Board of Governors of the Federal Reserve System in its compila- 
tion of holding-company affiliates as of December 31, 1954, which was 
filed with the committee last week. 

According to the material filed by the Federal Reserve Board, these 
18 groups controlled 321 fewer total banking offices with $2,348 million 
less deposits than the same groups did at December 31, 1946. Of the 
totals in all commercial banks in their 22 States these group banks 
had 8.83 percent of the banking offices and 11.20 percent of the total 
deposits. Of the totals of all commercial banks in the United States 
they had 4.17 percent of the offices and 5.83 percent of the deposits. 

The number of such groups and their affiliates as well as the pro- 
portionate share of the total commercial banking business according 
to the Federal Reserve Board have been materially reduced in recent 
years, 

The statement which I filed in 1953 I have reason to believe, repre- 
sents the present views of the companies which subscribed to the state- 
ment at that time. 
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The following is quoted from that joint statement and is applicable 
to H. R. 2674: 


All of the undersigned companies are agreed that there is no necessity for addi- 
tional regulatory legislation affecting bank holding companies. Notwithstand- 
ing this lack of necessity, however, some of the undersigned would be disposed 
to accept legislation, if reasonable, in the interest of bringing this matter to a 
close. 

In the past, no in*portant regulatory legislation has been enacted in any field 
of business without a compelling public demand and concrete proof of an urgent 
need requiring congressional intervention. There is public acceptance of the 
view that Federal interventior in business should be minimized. It is especially 
significant, therefore, that nothing has been shown to justify congressional 
action. = *°* 

The committee has requested an expression of the views of bank holding com- 
panies on the various regulatory bills which have been proposed before the com- 
mittee. Therefore, notwithstanding our view that no legislation is necessary, 
we shall, in a spirit of cooperation, proceed to a discussion of this matter. 

The proposal * * * has at least three major features—definition of holding 
companies, restrictions on acquisitions, and compulsory divestment requirements. 

Since all of the undersigned companies appear to come within the definition of 
bank holding companies, no general comment is presently required as to the first 
feature. 

The restrictions on acquisition raise a number of questions. First, in addi- 
tion to the conventional standards applied to banks by supervisory authorities 
the [bill] contains * * * new concepts not found in existing Federal regulation 
of any business. These concepts, stated in novel terms which will require ju- 
dicial interpretation appear to condemn size as such and to curb normal and nat- 
ural growth. 

A second objection to the acquisition provision is that express limitations are 
imposed * * * upon the integrity of the dual banking system. That system is 
based upon autonomy of State authority as to State banks and similar autonomy 
of Federal authority as to national banks. Yet the print would permit a State 
by its own legislation to exercise a power of control over national banks to the 
extent of determining who are to be the shareholders of national banks. 


Congress did recognize State laws with respect to the location of 
branches of national banks. However, that action constituted a lib- 
eralization of the former prohibition against branches of national 
banks and was adopted by the Congress to aid national banks in com- 
peting on equal terms with State banks which were permitted to have 
branches. There are no comparable competitive advantages or dis- 
advantages to a bank being owned by a holding company or having a 
different form of stock ownership since the size, lending resources 
and loan limits of a holding company-owned bank are determined by 
the individual bank’s own capital structure and deposits and are un- 
related to and unaffected by the resources of other banks in the same 
holding company system. This type of legislation would not aid na- 
tional banks but on the contrary might well be detrimental to them. 
| Reading :] 


In addition to these basic objections, the bill fails to expressly permit a bank 
holding company to supply services to its affiliates, and also fails to permit a 
bank holding company to acquire minority shares in banks already controlled 
Without prior approval. 

The third feature, that requiring divestment of nonbank holdings is one of 
vital importance to a number of the undersigned. Others of the undersigned 
have operated exclusively as bank holding companies and have thus shown, as 
a matter of their policy and practice, that they believe they can operate most 
effectively in that manner. However, all of the undersigned feel that further 
consideration should be given to this subject by the committee. No situation 
where any abuse arises out of such ownership has been demonstrated in the 
hearings. 

It is entirely possible, in our opinion, that investments other than bank stocks, 
properly safeguarded, might afford a bank holding company an effective diver- 
sified secondary reserve. 
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Therefore, we feel that the extreme step of requiring divestment should not be 
taken without a thorough study of this subject which demonstrates the need for 
such legislation. 

What I say from this point on deals principally with and speaks only 
for Northwest Bancorporation. 

Northwest Bancorporation is a bank holding company having a gen- 
eral voting permit granted to it under the Banking Act of 1933 by the 
Board of Governors of the Federal Reserve System. It holds major- 
ity stock ownership, the average aggregate stock ownership exceeding 
$5 percent, in banks located in the States of Minnesota, Wisconsin, 
Iowa, North Dakota, South Dakota, Nebraska, and Montana. Its prin- 
cipal place of business is at Minneapolis, Minn. 

Northwest Bancor poration was incorporated under the laws of Dela- 
ware in the early part of the year 1929. Mainly in that year, and toa 
lesser extent in later years, it acquired stock ownership in banks in the 
7 Northwest States above mentioned, as well as in 2 banks in 
the State of Washington, since disposed of. The largest number of 
banks owned at any year end was 127 in 1931 and 1932. The corpora- 
tion now controls 72 banks. 

The 72 affiliated banks, with 22 branches, now owned serve 80 com- 
munities, and have over 705,000 checking and savings deposit accounts, 
with total deposits at December 31, 1954, of $1,583,693,119. Forty- 
seven banks are national banks and 25 are State banks. All national 
banks as well as seven of the State banks are members of the Federal 
Reserve System and all affiliated banks are members of the FDIC. 
Distribution of affiliated banks in the 7 Northwest States, as well 
as the percentage of their combined resources in relation to those of all 
Speraenet insured commercial banks in each of the 7 States are as 

ollows: 





Percentage of 
woe to a y 
: : all bank anks, to a 
a ane resources | banks within 

oer within State at 
State at June 30, 1954 
June 30, 1954 
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Wisconsin 
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North Dakota___- 
South Dakota 
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The States and towns of location, capital structure, reserves, and 
deposits of banks as of December 31, 1954, are shown on pages 25 to 27, 
inclusive, of the annual report of Northwest Bancorporation for the 
year 1954, a copy of which is presented herewith, marked “Exhibit A.” 

(The document referred to is as follows :) 


NORTHWEST BANCORPORATION 261TH ANNUAL REPORT, 1954 


Each bank affiliated with Northwest Bancorporation is a sepa- 
rately chartered institution managed by its own directors and cffi- 
cers. The use herein of such terms as “corporation,” “Bancorpo- 
ration,” “we,” “our,” etc., when applicable to such affiliates, is only 
for convenience and simplicity. 
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Offices : 1215 Northwestern Bank Building, Minneapolis 2, Minn. 

Common Stock Transfer Agents: Continental Illinois National Bank & Trust 
Co. of Chicago, Chicago, Ill.; Northwestern National Bank of Minneapolis, 
Minneapolis, Minn. 

Common Stock Registrars, First National Bank of Chicago, Chicago, Ill.; Mid- 
land National Bank of Minneapolis, Miinneapolis, Minn. 

Common stock listed on Midwest Stock Exchange, Chicago. 

Preferred Stock Transfer Agent, Northwestern National Bank of Minneapolis. 
Proxies for the annual meeting of Northwestern Bancorporation to be held 

March 8, 1955, will be requested subsequent to the time when this report is sent 

to the stockholders. The proxy statement is expected to be sent to stockholders 

on or about February 4, 1955. 


Highlights of 1954—Northwest Bancorporation and affiliates 





Percent 
change 





FOR THE YEAR 


Gross operating earnings : $50, 808, 041 $47, 435, 223 
CRO I 5s coe ehh pings din du nncapneawantons . 6 $31, 486, 209 $29, £32, 096 
Net operating earnings, before taxes on income a $19, 321, 832 $17, 903, 127 
Reserve provision for chargeoffs and writedowns , $1, 245, 373 $1, 260, 623 
Provision for taxes on income 2. $8, 615, 277 
Consolidated net income (see p. 18) $9, 099, 961 
Preferred stock dividends paid by Northwest Bancorporation- -|---------- } $185, 417 
Net income applicable to common stock. --_....--.---.------ eee Be $8, 914, 544 
Per share of common stock 

Net cash income of Northwest Bancorporation (see p. 20) _-- } 

Per share of common stock ‘ 
aa stock dividends paid by Northwest Bancorporation_-_|- $3, = 02s 
Per share 








AT YEAR END 
a ucuteeticuinbiedchion | ‘ $1, 530, 937, 124 $1, 463, 192, 749 
Cash and U. 8S. Government securities +2.5 | $930, 696, 656 $908, 202, 141 
Loans and discounts .5 | $599, 864, 368 | $552, 863, 122 
4.20 percent convertible preferred stock $2, 943, 700 | $5, 142, 550 
Common stock and surplus (excluding reserves)—book value -| $94, 089, 069 | $85, 490, 152 
Per share of common stock..............-..-.----------------- 58. 29 | $55. 21 
“TORRE FOR IE Bo bw Sens neta thatendrennnKecaens Sasa eae ails $23, 687, 875 $21, 426, 594 
Shares of stock outstanding: | 

Preferred _ _- ‘ See aD, ee 58, 874 102, 851 

Common } 1, 613, 860 | 1, 548, 181 
Number of officers and employees...............-.....--.-.-.-|....---- -| 4, 589 | 4, 524 

! | ! 








THE PRESIDENT’S LETTER 


With deposits and loans at the highest levels yet attained, 1954 was another 
record year for the corporation and its affiliated banks and companies. Factors 
contributing to this record were a reduction in the provision for taxes on income 
and the effect of certain security transactions as explained below. 


EARNINGS UP OVER 1953 


Consolidated net income for 1954 was up substantially over 1953 and was equal 
to $5.53 per share of common stock outstanding at year end. This compares 
with $4.73 per share for 1953 on 65,679 fewer shares. 

The rate of return on substantially higher capital funds employed (consoli- 
dated net income applied to capital stock, surplus, and reserves) was higher 
than in 1953. 

Notwithstanding an easing of interest rates due to Government fiscal policies, 
the average interest yield realized on all securities including Governments 
increased to 2 percent, from 1.9 percent in 1953, as the result of some lengthening 
in maturities. In 1954 savings deposits increased materially and the upward 
trend in number of customers continued. 

The increase in operating expenses was due largely to higher salary and other 
employment costs. Both salary rates and average number of employees were 
higher than in 1953. The contribution to the deferred compensation profit-shar- 
ing plan was larger as the result of increased earnings. The rate of participa- 
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tion, expressed as a percentage of salary, increased slightly to 7.556 percent. 
The number of employees sharing in the contribution increased to 1,320. 

The ratio of net operating earnings, before taxes, to gross earnings increased 
to 38 percent from 37.7 percent in 1953. 

The provision for taxes on income was less than last year due primarily to the 
additional reserve provisions allowable under a new United States Treasury 
ruling and to the elimination of the excess-profits taxes, which factors were 
partially offset by the additional taxes on certain security profits credited to 
reserves. 

RESERVES INCREASED 


Reserves were increased substantially during 1954. About half of the increase 
was due to net security profits representing, for the most part, recoveries of 
book losses charged to reserves in the years 1951 through 1953. 

In the case of transactions involving substantial amounts of related Govern- 
ment security refundings and sales and purchases, gains on dispositions, and 
substantially equivalent premiums on securities acquired, less income taxes, 
have been offset with the result that tax savings will be reflected in income over 
the period to maturity of the securities. 


DIVIDENDS INCREASED 


In 1954 regular quarterly dividends were paid as follows : 


Per share 
Record date Date paid eames — 
| Preferred | Common 


| Feb. 25 Soe enaet $0. 524 $0. 45 
May 25 .-.. : mes 5214) 50 
See : ber, Thexey 5246! 50 
Nev, 26. ..:... aa te 5216 50 








2.10 1.95 


On January 25, 1955, regular quarterly dividends of 55 cents per share on the 
common stock and 52% cents per share on the preferred stock were declared 
payable February 25 to stockholders of record February 7, 1955. 


43 PERCENT OF PREFERRED STOCK CONVERTED 


As of December 31, 1954, the corporation had issued 55,291 shares of its 
common stock on the conversion of 44,311 shares preferred stock at the specified 
rate of 1144 shares of common for one share of preferred with fractional share 
differences being settled in cash. 


ASSET CONDITION SOUND 


We believe the assets of affiliated banks are of sound character and condition. 
At December 31, 1954, each bank had charged off, with possible minor exceptions, 
all assets classified as “loss” or “doubtful,” whether by supervisory authorities, 
the chief examiner of the corporation, or the management of the respective banks. 
Bonds and other securities held by the banks were carried at amortized cost or 
less. Details of the maturities of Government bonds are shown on page 23. 


IMPROVEMENT OF BANK FACILITIES CONTINUED 


In 1954 affiliated banks, inclnding three nonconsolidated bank building com- 
panies, expended approximately $2 million on buildings and equipment. All 
bank premises and equipment, which we believe are carried at conservative valua- 
tions ($11,325,051), were insured at year end for about $28.8 million. 


NEW AFFILIATE ACQUIRED 
In October, the controlling interest was acquired in the Camden Northwestern 


— Bank of Minneapolis (formerly Camden Park State Bank) by an exchange 
of stock. ' 





















CONTROL AND REGULATION OF BANK HOLDING COMPANIES 435 


NEW AFFILIATE TO BE ORGANIZED 


In November, organization of the Silver Bay State Bank with total capital of 
$100,000 was approved. Official opening of the bank is scheduled for the summer 
of 1955. 

SAVINGS BANK CONVERTED TO COMMERCIAL OPERATION 


The South Omaha Savings Bank, Omaha, Nebr., the only non-commercial bank- 
ing affiliate of the corporation, amended its charter to enable it to perform 
commercial banking functions. At the same time its name was changed to the 
South Omaha Bank. An additional investment of $250,000 was made in the 
bank. 

NORTH DAKOTA FEATURED 





Each year since 1950 we have featured one of the States in which the Ban- 
corporation has affiliates. This year’s story of North Dakota (pages 13-17) 
indicates the State’s development and future prospects. 


DIRECTORS 












In June, a regular meeting of the board was again held in St. Paul with the 
officers and directors of the three affiliated St. Paul and South St. Paul banks. 
In September, the directors met in Omaha with the officers and directors of the 
three affiliated banks located in that city. Altogether, our directors as a group 
have now visited communities served by affiliated banks having over 75 percent 
of the total assets of the Bancorporation group. 

In view of his appointment as Deputy Director of the Foreign Operations 
Administration mission to Italy, Clarence E. Hill, formerly chairman of North- 
western National Bank of Minneapolis, resigned from our board as of January 
25, 1955. Allen S. King was elected to fill the vacancy. Mr. King, president of 
the Northern States Power Co., Minneapolis, is well acquainted with the affairs 
of the corporation and its affiliates, having previously served on the board of 
directors of The First National Bank & Trust Co. of Fargo. 









STATUTORY DOUBLE LIABILITY 








The statutory double liability presently existing with respect to one North 
Dakota State bank will be eliminated as of July 1, 1955. As the result of a con- 
stitutional amendment approved by the voters last November, bills providing for 
the elimination of double liability on stocks in Minnesota State banks are now 
pending in the Minnesota Legislature. Aggregate par value of capital stock of 
the nineteen State banks in Minnesota and North Dakota subject to statutory 
double liability at December 31, 1954, amounted to $1,720,000. 








BASIS FOR APPRAISING RESULTS 








This report, through its statistical tables and financial statements, provides 
information for appraising the operations and soundness of condition of North- 
west Bancorporation and affiliates. 

Your attention is also directed to those sections of the report which deal with 
the dairy industry and with the other economic developments and trends affect- 
ing the area served by the affiliates. These conditions have an important bear- 
ing on the operations for the year as well as the corporation’s future possibilities. 








APPRECIATION 








_ The continued loyalty and helpful interest of stockholders of the Bancorpora- 
tion and customers of the affiliates, as well as the cooperative efforts of bank 
directors, officers and employees who have contributed to the development of 
their individual banks and of the communities they serve are appreciated. 


bis J. A. THOMSON, President. 
JANUARY 25, 1955. 
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BANK PREMISES AND EQUIPMENT SINCE 1945 
AFFILIATED BANKS AND THEIR WHOLLY OWNED BANK BUILDING COMPANIES 
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POLL OF BUSINESS 


As in previous years, top management officials of business firms in this area 
were asked about their companies operations during 1954, and their anticipations 
for 1955. Replies were received from 446 companies, forming a representative 
cross section of manufacturing, merchandising and public service enterprises. 


1954 RESULTS 


The year 1954 was one of readjustments in many fields. About half of the 
reporting companies showed increased sales and profits while the other half 
showed decreased profits due mostly to lower sales volume and reduced profit 
margins. 

SALES OUTLOOK 


As will be seen on the chart below, the sales outlook for 1955 is more generally 
optimistic. This viewpoint is held by well over half the firms in each industry 
grouping except contractors and manufacturers of electrical machinery. In 
these two fields a majority of the firms expect to continue at the same level of 
activity as in 1954. 
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Graphic Review of Ten Years 


TOTAL ASSETS 

Consolidated) 

Indicated here is the growth in 
various types of assets since the 
war years. The principal loan in- 
creases have been in insta'ment 
loans (average balance $447 in 
1954) and in realestate mort- 
gages (average balance $5,415 in 
1954). 98% of all the mortgage 
loans are on an amortized basis. 
Cash and government securities 
represented 56%, of total assets 
at December 31, 1954. 


CAPITAL RATIOS 


Capital ratios are important 
yardsticks in judging capital ade- 
quacy. The decline in the capital/ 
risk asset ratios is due primarily to 
the increase in loan volume avail- 
able following the war years. “Risk 
assets” are defined as total assets 
less cash, government bonds and 
loans fully guaranteed or insured 
by government agencies. 


EARNINGS (Consolidated) 


Net operating earnings, before 
taxes and reserve provisions, in- 
creased every year due mainly to 
the increase in loans (see above). 
Taxes increased materially but de- 
clined in 1954 (see page 3). Re- 
serve provisions were affected in 
1950 and 1952 by change in basis 
of calculation. The shaded portion 
of the reserve provisions indicates 
amounts allowed as tax deduc- 
tions. 


APPLICATION OF 

FUNDS PROVIDED 

FROM OPERATIONS 
(Consolidated) 


Dividend policy, among other 
things, takes into account the 
capital needs of affiliates. Divi- 
dends show a gradual increase over 
the period; for explanation of 
variations in the other items, ref- 
erence shou'd be made to the re- 
spective annual reports. 


MILLIONS 
$ 2000 
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Sales Outlook 


EXPECT 
INCREASE 





EXPECT 
NO CHANGE 


EXPECT 
DECREASE 











Decreased sales are expected by a number of manufacturers of electrical ma- 
chinery and fabricated metal products, due to a lower volume of Government 
contracts. 


PRICE OUTLOOK 


Wholesale prices are expected to remain relatively stable during the next year 
with some increase possible in nonelectrical machinery, paper products and print- 
ing. Most manufacturers believe raw materials will be available in the same or 
in greater quantities. 

INVENTORIES 


Manufacturers of fabricated metal and chemical products ended the year with 
larger inventories of finished products. On the other hand, the large finished 
goods inventories of apparel and textiles held by manufacturers were substan- 
tially lower at year end. Most merchandisers reported a reduction of inven- 
tory on hand as compared to their position 12 months ago. This was particularly 
apparent among automobile and farm machinery dealers, many of whom were 
heavily stocked on used units at the beginning of the year. 


CREDIT AND COLLECTIONS 


A slowing down of collections is being experienced by about one-third of the 
reporting companies. As a result more selective credit policies have been 
adopted. This action is most apparent among auto and farm implement dealers 
and among manufacturers of chemical and petroleum products. 


CAPITAL EXPENDITURES 


In line with the expected increase in sales volume, half the manufacturers 
intend to purchase substantial amounts of new machinery, while one-fourth will 
expand their plant facilities. Major expenditures for plant and equipment are 
also planned by most of the publie utility and transportation companies. 


ECONOMY OF THE AREA 


RECORD FOR 1954 


Overall crop production for the States served by the Bancorporation affiliates 
was in excess of the production for 1953 as measured in bushels. Corn showed a 
slight and wheat a material decrease, both corn and wheat being affected by 
acreage allotment reduction and wheat by rust, particularly as to durum wheat. 
Other major crops showed an increase for the year. 

Livestock slaughter showed a slight decrease in total numbers but an increase 
in the total volume of meat made available. Milk production, based on estimates 
for 11 months, showed a slight increase. Cash receipts from farm marketings 
(estimated at $7 billion) decreased about 2 percent. 

Nonagricultural employment showed a decrease of less than 2 percent. 

Iron ore shipments were down 37 percent as a result of the reduced require- 
ments of the steel industry. Production of copper and zinc was down nearly 
25 percent. Gold and silver production was up slightly. 
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Bank debts for the seven State area. were up over 3 percent. 
Department store sales, when the final figures are available, will probably 
show an increase of 3 percent over 1953. 

Total construction figures for the area were up substantially, residential con- 
struction showing the largest percentage increase. 

Registration of new cars in the States served by our affiliates showed a 
decrease of over 9 percent as compared with a year ago. Farm equipment sales 
were also down. 

CAPITAL INVESTMENTS 


During recent years this area has benefited from substantial capital invest- 
ments which will continue in 1955. Development of facilities for handling low- 
grade iron ore in northern Minnesota may involve a total of $1 billion in 
expenditures before completion. The next largest project is the Missouri River 
development. Oil activity in the Willison Basin has involved capital expendi- 
tures running into the hundreds of millions of dollars, but the rate of expenditure 
will probably be reduced. 

Among large industrial installations are the Anaconda Aluminum Co’s plant 
at Columbia Falls near Kalispell, Mont., and the Allied Chemical & Dye Corp. 
plant at Omaha. 

PRICE SUPPORTED PRODUCTS 


The United States Department of Agriculture reported that as of November 
30, 1954, the investment of the Commodity Credit Corporation in price-support 
commodities amounted to $6,890,017,000—made up of loans outstanding of 
$2,675,170,000 and the cost value of inventories, $4,214,847,000. As of November 
30. 1953, the investment was $5,248,628,000. 

Investments in major products of interest to this area as of November 30, 
1954, were as follows: 


a en ds nade ao em ene 1, 107, %49, 000 $2, 753, 468, 000 

I en NS ee at Ryser et 736, 477, 000 1, 197, 031, 000 

a § products (mainly butter) (pounds) ................__-.--..--_---.- | 1, 196, 367, 000 530, 797, 000 
00 . 


(pounds)......-- a eR a a | 111, 262, 000 78, 182, 000 





NATIONAL ECONOMY 


Agricultural products in their final form, raw materials and finished manu- 
factured products of this area are largely marketed outside the area. Conditions 
in the country as a whole, therefore, have a distinct bearing on the income of 
this area. 

From a national standpoint, 1954 was a year of adjustment due principally to 
a reduction in defense spending, a necessary adjustment in inventories, and a 
reduction in purchases of consumer durable goods. 

Although Government spending was reduced, lower tax and greater social 
security payments aided in maintaining consumer disposable income. Monetary 
policies assured ample credit at lower rates. While there was more unemploy- 
ment, the overall employment record was much better than in 1949 or in other 
previous adjustment periods. Price levels remained fairly stable. There was 
evidence of cooperation between Government authorities and leaders in agricul- 
ture, business, and labor in helping to see that the adjustment did not develop 
into a severé recession. Confidence was generally maintained. 





OUTLOOK FOR 1955 


_ We enter 1955 anticipating a small reduction in Federal Government expend- 
itures but an increase by State and local governments. Inventories having been 
substantially adjusted, a greater volume of business in 1955 might result in in- 
ventory accumulation as compared with a reduction in 1954. 

Prospects are for a continued high level of residential construction. Business 
leaders in such key industries as steel and automobile production anticipate 
better results in 1955. 

It is anticipated that total meat production for the country in 1955 will exceed 
1954's all time record, the largest increase coming from additional pork supplies. 

Acreage allotments on wheat for 1955 are down about 12 percent for this area 
as compared with 1954. Corn allotments will be announced as of February 1. 
59571—55——29 










440 CONTROL AND REGULATION OF BANK HOLDING COMPANIES 


Major industries in this area, except as affected by reduced defense orders, are 
looking forward to maintenance of employment at about the present level. 

The opinion that agricultural prices generally may have reached their low 
point seems well founded. Assuming normal weather and absence of severe rust 
or insect infestation and that the overall economic factors remain favorable in 
the country as a whole, the expectations as to better conditions in 1955 for this 
area appear to be justified. 


Tue Datry INDUSTRY IN THIS AREA 


The dairy industry is only one of a number of distinct branches of agriculture 
which make important contributions to the economic health of the area served 
by affiliates of Northwest Bancorporation and to the health and well-being of 
people all over America. 

A highly specialized industry, dairying includes farmer-producers, various types 
of processing plants, marketing organizations and distribution facilities. 


PRODUCTION IN THE AREA 


The importance of this vast enterprise stems from its source— the farmer. 
Cash farm receipts from dairy products in 1953 in this area alone totaled $1,082 
million. The sale of veal calves and cul cows—both by-products of dairying—adds 
to the farmer income from dairying. 

The 5,982,000 dairy cows on some 183,456 farms, most of them family farms, are 
just a start of the economic impact of dairying. In addition, processing plants, 
milk distributing companies, motor tank trucks and railroad tank cars, refrigera- 
tion, bottle and carton suppliers, equipment manufacturers and various other se- 
lected businesses extend the influence of dairying even more. 

Total milk production in this area in 1953 amounted to 36,289 million pounds, 
29 percent of the United States total. In addition to the amount consumed as 
fluid milk, this total became 829,879,000 pounds of butter, 549,673,000 pounds of 
cheese, 53,164,000 pounds of cottage cheese, 504,212,000 pounds of evaporated 
milk, 59,299,000 pounds of ice cream and 425,797,000 pounds of powdered milk. 

To process these products, there are 2,231 butter plants, 1,849 cheese factories, 
547 condensing, evaporating or drying plants and 1,300 ice-cream manufacturers. 

Most of the dairy production in this area goes into manufactured products, but 
bottling and selling fluid milk to local consumers represented by 2,358 milk dealers 
is no small business. 

MARKETING 


The bulk of the manufactured products is sold outside the area. Minnesota, for 
instance, sells about 83 percent of its dairy production outside the state. Nebras- 
ka exports 86 percent of its dairy production. 

The largest cooperative dairy marketing organization is the Land O’Lakes 
Creameries, Inc., which during 1954 reported a sales volume of $134 million. 

Every section of the country buys at least some of this area’s dairy foods, with 
the larger metropolitan areas furnishing the major markets. Consumers in these 
areas spend one-fifth of their food dollar for dairy products—an average of $4.35 
a week. 

MILK CONSUMPTION 


While milk production is on the increase, the change in milk utilization is signif- 
icant to the economy of our area. Of the nation’s total milk production in 1958, 
about 144 was consumed in liquid form, a gain of nearly 8 percent over 1935. 

Regardless of how the total milk production is consumed, it is interesting to 
note that milk, in its various forms, supplies three-fourths of the calcium in our 
national food supply, nearly half of the riboflavin, and one-fourth of the protein. 
It is important for several other nutrients as well. 


PRICE SUPPORT PROGRAM 


In spite of the vital need for these dairy foods, the industry is beset by many 
problems not the least of which is surplus supplies. 

The Government price-support program has resulted in the accumulation of 
very large amounts of butter, cheese, and dried milk in storage because all of the 
supply could not be moved to consumers at the price levels maintained. In the 
ease of butter, these Government-maintained prices induced some consumers to 
shift to replacement products. 
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Dairy stocks held by the Government as of November 30, 1954; included 
478,854,000 pounds of butter, 443,458,000 pounds of cheese and 274,055,000 pounds 
of nonfat dry milk. 

Employing the discretionary authority granted him by law, the Secretary of 
Agriculture lowered the level of price supports on dairy products from 90 percent 
of parity to the lowest level now permitted, 75 percent of parity, for the year 
beginning April 1, 1954. This percentage has recently been extended for 1 
additional year. 

The lowering of supports naturally reduced prices to and incomes of dairy 
farmers in this area. This has been a factor in attracting political attention to 
the issues involved. 

Consumption of some milk products has increased steadily for a number of 
years, although there are exceptions, notably butter. Lowered prices appear to 
have effected some improvement in demand. Per capita consumption of butter 
seems to have ended its downward trend and increased modestly in recent months. 
Government purchases of butter in recent months have been below those of a year 
earlier. Drought played a part in this by lowering output in some areas. 


MILK PRICING METHODS 


Federal milk orders play an important role in milk pricing in milk sheds about 
New York, Chicago, and many other large cities. Most milk orders provide a 
method for paying farmers a “blended” price for the milk they supply to their 
metropolitan market. The blended prices are an average of a fluid milk price 
and one or more manufacturing milk prices based upon the relative use of their 
milk in supplying the market. The blended price usually applies only to farmers 
qualified as members of the particular milk market area. ‘The orders are in- 
tended to stabilize marketing conditions for fluid milk in city markets. 

The need for expanded markets in this area has focused attention on the 
restrictive effects of milk market orders and health regulations in the East 
and South. 

The suggestions that these health requirements and orders be revised has 
come from top officials of Northwest States and many groups within the industry. 
One dairy group has urged that all milk and cream entering a market, regardless 
of its source, shall be assigned to the various use categories on a pro rata basis. 


OUTLOOK 


Dairy farmers are also wrestling with such problems as these: Marked in- 
creases in production costs; the possibility that diverted and new acres may 
be used to expand dairy production; and increases in plant, handling, and 
delivering costs. 

Prices of dairy products are expected to average about the same during 1955. 
According to Government estimates cash receipts will be about $4 billion as 
compared with $4.2 billion for 1954. While the Government estimates the de- 
cline at $200 million, some experts put it at about $38 million. 

Regardless of the decline in cash receipts, one of the principal complaints 
of dairy farmers is the spread between their return and the consumer’s cost. 

This only serves to point out that the problems of the dairy industry are 
basically economic ones. Although they are often thrust into the public view 
as political problems, their solution lies in a careful, factual analysis of the 
economic problems involved and cooperative effort to solve them. 

None of the dairy problems is insurmountable. The industry as a whole should 
remain a strong, powerful force in this area. 


Dairy production by States in the area 


Jowa.—The State’s 1,074,000 dairy cows give 6 billion pounds of milk, with 
three-fourths of it going into manufactured products. Most of this is butter (187 
million pounds in 1953) but cheese has increased to 17 million pounds a year. 
Dry-milk production tops 16 million pounds. Iowa ranked sixth in total niilk 
production in the Nation, third in butter production, in 1953. 

_ Minnesota.—From 1,370,000 cows, Minnesota led the Nation in butter produc- 
tion with 267,663,000 pounds in 1953. Total wholesale vale of the State’s dairy 
production is $383,493,132, providing 20 percent of the annual farm income. 
Nonfat dry-milk production topped 246 million pounds in 1953 while cheese 
climbed to 82,628,476 pounds. 

Montana.—In 1953, Montana produced 6,634,000 pounds of butter and 4,005,000 
pounds of cheese. Butter production has declined steadily over the last 10 years 
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from a high of almost 12 million pounds in 1944. Cheese production, which 
dipped sharply following World War II, has recently increased and is now at the 
1944 level. Montana’s farms include 103,000 dairy cows. 

Nebraska.—Nebraska ranks fourth in national butter production. Its largest 
city, Omaha, manufacturers more butter than any other city in the world. The 
State produced 76,988,000 pounds in 1953. Nebraska produces almost 2 million 
pounds of American cheddar cheese and 9 million pounds of cottage cheese and 
cottage-cheese curd. The 434,000 milk cows provide a farm income of $66,532,000, 
which is 19 percnet of the total farm income. 

North Dakota.—North Dakota’s 379,000 dairy cows produced 1,781 million 
pounds of milk in 1953. About 90 percent of this milk reached market as farm- 
separated cream that made over 50 million pounds of butter, a postwar high. 
The sale of milk and cream accounted for $40,304,000 of the farm income in 1953. 

South Dakota.—This State produced 33,131,000 pounds of buter in 1953. The 
314,000 milk cows gave 1,369 million pounds of milk which provided 6 percent 
of the farm income. In recent years, production of dry or powdered buttern#ilk 
has grown from 282,000 pounds in 1940 to well over a million pounds annually. 

Wisconsin.—America’s Dairyland” leads the Nation in the production of milk, 
cheese, evaporated milk, and nonfat dry-milk solids. Wisconsin ranked second 
in butter production, sixth in creamed cottage cheese, and tenth in ice cream in 
1953. The 2,268,000 dairy cows gave almost 16 billion pounds of milk in 1953, 
a record yield. Dairying supplies about 50 percent of the cash farm income. 
Cheese production (American type) in 1953 totaled 459,983,000 pounds. Since 
1922, the number of cheese factories has dropped from 2,807 to 1,641, a trend in- 
dicative of modernization and changing conditions. 


NortH Daxora (Dakora MEANS “FRIENDS’’) 


Batteries of combines harvest 12th record crop in a row ; 433 oil wells now pro- 
ducing in western counties; 3 oil refineries now have capacity of 33,500 barrels 
a day; Garrison Dam nears completion; Lignite and crop research at new high. 


GEOGRAPHY 


Land of magnificent distances, North Dakota covers a rectangular area of 
70,665 square miles—more than a third larger than all England. Over 90 percent 
of the State’s 45 million acres is in farms. 

In the geographical center of North America, the State extends 210 miles 
north to south ; 335 miles east to west. It is bounded on the north by Canada, on 
the east by Minnesota, on the west by Montana, and on the south by South 
Dakota. 

AGRICULTURE 


Agriculture is North Dakota’s principal industry. In contrast to other States 
in the Bancorporation area, the largest percentage of farm income is from crops 
(68 percent), with the lesser percentage from livestock. Despite the smallest 
durum crop on record and reduced production of spring wheat, the State's cash 
receipts from farm marketings in 1954 neared the half billion mark, this being 
the 12th consecutive year when cash receipts neared or topped that figure (see 
ehart). It is significant that the high income years 1947, 1948, and 1951 were 
years of high exports and correspondingly high prices influenced by war and 
postwar demands. 

North Dakota leads the Nation in production of hard Red Spring wheat (the 
State’s most important crop), durum (used for macaroni products) and rye; is 
second in barley and fourth in potatoes. While rust and acreage control cut 
durum production sharply in 1954, new varieties resistant to rust are being in- 
creased, and hoped-for government action may encourage more widespread 
planting. North Dakota produces 59 percent of the Nation’s flaxseed. Other 
important crops are soybeans, Sugar beets, corn, oats and hay. 


Cash receipts from farm marketings 


1954 (estimate) 
1 











497, 784, 000 
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About 47 percent of the State’s income from livestock products comes from 
beef cattle. Dairy products are next in importance, making up 23 percent of 
the livestock income, hogs are next with 14 percent, poultry 11 percent, and sheep 
and wool 4 percent. In all categories except hogs, number of livestock on farms in 
North Dakota has been on the rise in recent years. 

Total farm mortgage debt in the State dropped from $224,083,000 in 1928 to 
$78,398,000 in 1954. Average farm mortgage debt in 1954 was only about $1,198. 
The average number of acres per farm rose from 496 in 1930 to 630 in 1950. The 
percent of farms with electricity rose from 7.9 percent to 67.7 percent in the 
same period. 

North Dakota farmers are active in soil conservation measures, Research 
carried on at North Dakota Agricultural College on new crop strains has gone 
far to strengthen the State’s major industry. 


OIL 




























After many years of exploration, oil was discovered in the Williston Basin in 
1951. Immediately, the leasing of mineral acres was stepped up, and by the end 
of that year about 25 million acres in the State had been leased. There was much 
speculative buying of mineral rights. A number of major oil companies, as well 
as smaller concerns, went forward with exploration and drilling operations. 

By the end of 1954, 433 wells had been completed as oil producers, although 
wildeat drilling last year found 102 dry holes out of 106 holes drilled. Oil pro- 
duction in the State in 1954 totaled 5,878,000 barrels, valued at $12,400,000. 

During the year a total of 33,500 barrels a day of crude refining capacity was 
put into operation. Largest of the three refineries is Standard Oil (Indiana) 
Co.’s Mandan refinery with a capacity of 30,000 barrels of crude a day. Smaller 
plants were opened at Williston and Dickinson. In addition, Signal Oil & Gas 
Co.’s gasoline refinery at Tioga, with a daily capacity of 50 million cubic feet of 
gas, was completed. 

The intense activity following oil discovery has subsided, and exploratory and 
drilling work is now carried on mainly by the major oil companies. Because 
of the huge capital outlays necessary for oil development in relation to the small 
return to date, drilling and exploration are going forward on a more conserva- 
tive basis, and unpromising leases are being dropped. Geologists, generally, 
while discouraged by the recent crop of dry holes, feel that the Williston Basin 
is still a prospect for major oil production, and indications are that oil develop- 
ment in North Dakota will continue, but at a slower pace and in a more selective 
manner. 

LIGNITE 





















With conservative estimates of lignite reserves running upwards of 350 billion 
recoverable tons, North Dakota has about 12 percent of all solid fuel reserves in 
the United States. This represents a great storehouse of fuel for industrial and 
domestic uses, and for valuable synthetic organic chemicals, industrial gases, and 
synthetic liquid fuels. While lignite has a limited use as a fuel because of high 
moisture content and cost of shipping, it can be used to produce power at the 
source cheaper than any other solid fuel in the United States. 

Annual production (96 percent of all lignite mined in the United States) is 
about 3 million tons, producing income of about $614 million in the year ending 
June 30, 1954. 

Lignite is used extensively in North Dakota for heating and in steam power- 
plants. Two-thirds of the electric power in North Dakota comes from lignite. 
Hydropower from the Missouri Valley project will lead to more, not less, power 
from lignite, if only to firm up hydropower in winter months. 

Work is going forward at the lignite research laboratory of the United States 
Bureau of Mines on the University of North Dakota campus at Grand Forks. 
Plans for the extended use of lignite include a larger production of briquettes, 
more use in powerplants, utilization of the oils and tars in the processing of 
chemicals, synthetic chemicals and fuels, and other industrial purposes. 


MISSOURI VALLEY PROJECT 







The Missouri, longest river on the North American Continent, has seen much 
of North Dakota’s colorful history. Just 150 years ago this past autumn Lewis 
and Clark passed the point where the new Mandan refinery towers 18 stories 
above the racing waters of the Missouri. 
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The Garrison Dam, part of the Pick-Sloan plan for control of the Missouri, is 
the largest rolled earth-filled dam in the world. When completed it will back 
the water up to form a lake 200 miles long (see map) and do much to control 
the floor potential of the Missouri. The powerplant at its outlet will have an 
initial capacity of 240,000 kilowatts. 

The Garrison dam reservoir will cover 390,000 acres at maximum elevation, 
thus adding at this 1 point about 600 square miles of water surface to the present 
608 square miles of water surface in the State. In addition, the Oahe Dam near 
Pierre, S. Dak., will back water up along the Missouri as far as Bismarck 
in North Dakota to form another lake. Another project being considered is the 
Missouri-Souris, or Garrison diversion development, which would have statewide 
ramifications and would add substantially more water surface in the State. The 
Bald Hill, Homme, Heart Butte, Dickinson, and Jamestown Dams are already 
completed in this great water development program designed to provide flood 
control, irrigation, power, municipal water supplies, and additional outdoor 
recreation. 

It is estimated over $300 million has already been spent on these projects in 
North Dakota and over $500 million would be required for their completion on 
the basis of present plans. 

INCOME PAYMENTS 


North Dakota led the Nation in percentage increase in per capita income from 
1940 to 1950, 249 percent, compared to the nationwide increase of 150 percent. 
Income payments to individuals rose from $237 million in 1940 to $804 million 
in 1953. Total income payments increased more than for the Nation. 


Percentage increase in total income payments, 1940-50 





United North 
States Dakota 





Agricultural__- 

Nonagricultural ______- 
Government income payments - 
Private nonagricultural 

Trade and service__......._.._-- 
Manufacutring payrolls____- ; 


Total income 








Source: Survey of Current Business, August 1951. 
POPULATION 


In the 1950 census, North Dakota ranked 42d in population in the United 
States, with 619,636 people. There has been a complete shift since the 1930 
census, when 59 percent of the State’s people were farm residents. In the 1950 
census 58 percent were nonfarm population. While the State’s total population 
showed a decline of 9 percent since 1930, nonfarm population rose 27 percent. 
The great increase in mechanization and widespread use of electricity have made 
it possible for larger farms to be operated by fewer people. In recent years, total 
population has been on the rise, due to oil activity and other new industry. 

The largest portion of North Dakota’s people are of Scandinavian and German 
descent. Life expectancy is fifth in the Nation. 


MAJOR CITIES 


Largest city in the State is Fargo, with a 1950 population of 38,256. Located 
on the eastern border in the fertile Red River Valley, it has a large stockyard, 
packing plants and is the distribution point (specializing in farm machinery) for 
a vast farm area. North Dakota Agricultural College, with an enrollment of 
about 2,100, is located here. 

irand Forks, also located on the Red River, 80 miles north of Fargo, is 
second in size in North Dakota, with 26,836 people. The State-owned mill and 
elevator are located here, and these, together with meatpacking and wholesale 
distribution, are the principal industries. Grand Forks is the home of the Uni- 
versity of North Dakota, with an enrollment of about 2,500. 
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In the northwestern part of the State is Minot, with a population of 22,032. 
Minot is located near the Williston oilfields and is the largest city in the lignite 
area. Processing of agricultural products is an important element in Minot’s 
economy. Plans are going forward for a $6 million freight classification yard, a 
recent innovation in freight handling. The Minot State Teachers College with 
an enrollment of nearly 800 is located here. 

Two Air Force jet-interceptor bases, part of a chain of bases extending across 
the northern perimeter, are scheduled for construction in the Grand Forks and 
Minot areas. Appropriations of over $7 million have been made for each base. 

Bismarck, on the Missouri River in south central North Dakota, is the State 
capital. It had a population of 18,640 in 1950. An agricultural distribution 
point, Bismarck also is headquarters for many oil companies interested in the 
Williston Basin. Bismarck Junior College has an enrollment of over 300. 

Mandan, across the Missouri from Bismarck, with a 1950 population of 7,298, 
experienced an upsurge in population and business activity as the result of the 
$25 million oil refinery completed late in 1954. 

Jamestown (10,697), Dickinson (7,469), Williston (7,378), Valley City (6,851), 
Devils Lake (6,427), and Wahpeton (5,125), complete the list of cities over 5,000 
population. Williston has grown rapidly since the discovery of oil in 1951. 
Jamestown College at Jamestown has an enrollment of about 400 and the State 
School of Science at Wahpeton over 700. 


BANK SERVICE 


Nine banks affiliated with Northwest Bancorporation serve North Dakota com- 
munities comprising about one-third of the State’s population. Total deposits of 
the 9 banks at the year end were $90,019,434; total capital and reserves amounted 
to $6,313,384. Located at key points in the State (see map on p. 2), they serve 
at Fargo, Grafton, Hillsboro, and Wahpeton in the highly productive Red River 
Valley, the State capital at Bismarck and its neighboring city, Mandan, as well 
as Minot, Jamestown, and Valley City. The First National Bank & Trust Co. 
of Fargo, established in 1878, is the oldest bank in the State as well as the largest 
commercial bank, with deposits at the year end of nearly $25 million. 

North Dakota has 154 banks, plus 22 bank stations. It is the only State which 
operates a State-owned bank (the Bank of North Dakota). Total deposits of 
all North Dakota banks at June 30, 1954, were $592,903,000. 


CONCLUSION 


The land whose grasses supported 30 million buffalo less than 100 years ago 
now yields about $500 million in grain and livestock each year. New factors 
are changing the economic structure of North Dakota. The discovery of oil 
in 1951, with its allied activities, partial completion of the huge water-develop- 
ment program, with increased possibilities of irrigation, continuing crop, and 
lignite research, added to a strong position in agriculture, make the State a land 
of great potential. 
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NORTHWEST BANCORPORATION AND AFFILIATED BANKS AND COMPANIES 


CONSOLIDATED STATEMENTS 
Income and earned surplus 





Year ended Dec. 31 





1954 


1953 





Gross operating earnings: 
Interest and dividends on securities 
Interest on loans 


Total operating earnings 
Operating expenses: 
Salaries 


Profit-sharing plan 

Pension plans 

0 ee ve a <hpailaidn~ tnghltinnt 

TINO. Bhs, kul ak each coc dbdecbudabenkanoayeueis thee 

Federal deposit insurance assessment 

Taxes other than income taxes 

Rents, recurring depreciation, and other expenses on bank premises 
and equipment 

Advertising services 

Postage and supplies 

Other expenses 


Total operating expenses 
Net operating earnings before income taxes -------_-_.- hdebeitnds ahh 
Deduct: 
Provision for chargeoffs and writedowns 
Provision for taxes on income (note C) 
Minority interests 


Total deductions 


Deduct: Dividends paid by Northwest Bancorporation: 
Preferred, $2.10 per share 
Common, $1.95 per share in 1954; $1.80 per share in 1953 


Net increase in consolidated earned surplus 
Consolidated earned surplus at beginning of year 


Consolidated earned surplus at end of year 


$13, 213, 361 
220, 613 


$12, 341, 496 
26, 620, 281 





41, 433, 974 
9, 374, 067 


38, 961, 777 
8, 473, 446 





50, 808, 041 





16, 245, 446 
574, 923 
717, 749 
689, 764 

3, 934, 115 
505, 585 
536, 185 








19, 321, 832 


17, 903, 127 





1, 245, 373 
8, 615, 277 
361, 221 


1, 260, 623 
8, 794, 797 
312, 553 





10, 221, 871 


10, 367, 973 





9, 099, 961 


7, 535, 154 





185, 417 
3, 060, 628 


216, 433 
2, 786, 272 





3, 246, 045 


3, 002, 705 





5, 853, 916 
68, 849, 730 


4, 532, 449 
64, 317, 281 








74, 703, 646 





68, 849, 730 





See notes to consolidated financial statements, p. 452. 
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Balance sheet 














Assets of affiliated banks: 
Cash and due from banks 
U.S. Government obligations -_ - 
Municipal bonds and warrants. - 
Other bonds and securities 


Stocks of Federal Reserve banks.....................-_--__-.______ : 


Loans be discounts 


Customary? liability on acceptances 

Bank premises and e ya, sever 

Investments in and advances to companies owning bank premises— 
not consolidated (note A) 

Other real estate 

Interest earned but not collected 


Assets of affiliated companies other than cash in affiliated banks_- . 
Assets of Northwest Bancorporation other than cash in affiliated banks 
and interest in affiliated banks and companies 


LIABILITIES 


Demand Gemete.....cts ces ceswasss.- apa eeiaccraniinn Gnissmuannaes SRE SR er ae 
Time deposits 


Total deposits 
Acceptances outstanding 
Interest collected but not earned 
Other liabilities 
Accrued interest, taxes and expenses 
Reserves: 
Affiliated banks 
Northwest Bancorporation 
a interest in capital stock, surplus and undivided profits of 
affiliates. 


Northwest Bancorporation: Capital stock and surplus: 
4.20 percent convertible preferred stock, par $50 per share 
Common stock, par $10 per share 
Capital on pn 
Earned surplus 


$353, 959, 143 
576, 737, 513 


7, 437, 627 


3, 887, 424 
32, 500 

5, 907, 087 
541, 866 
558, 160 


8, 739, 438 


$353, 475, 237 
554, 726, 904 


552, 863, 122 
374, 987 
426, 381 

6, 511, 819 

8, 627, “ 

5, 252, ie 
509, 9 
378, 636 


8, 487, 645 





1, 674, 033, 388 





1, 596, 303, 494 





1, 214, 881, 802 
316, 055, 322 


1, 178, 610, 891 
284, 581, 858 





1, 530, 987, 124 
291, 546 

7, 721, 136 
588, 652 

11, 231, 667 
20, 437, 875 


’ ” 


2, 542, 69 


1, 463, 192, 749 
426, 381 

7, 317, 463 
435, 946 

10, 495, 443 


18, 176, 594 
3, 250, 000 


2, 376, 216 





2, 943, 700 


74, 703, 646 


5, 142, 550 
15, 481, 810 
1, 158, 612 
68, 849, 730 





97, 032, 769 


90, 632, 702 








1, 674, 033, 388 





1, 59€, 303, 494 





See notes to consolidated financial statements, p. 452. 





448 CONTROL AND REGULATION OF BANK HOLDING COMPANIES 


Reserves 


Reserves, Dec. 31, 1953: 
Affiliated Banks: 


Portion recognized for income tax purposes $9, 826, 312 
Additional reserves 8, 350, 282 


18, 176, 594 


21, 426, 594 


Add—tTransactions for year 1954: 
Provision for charge-offs and write-downs (determined by each 
affiliated bank on basis of its own loss record, current level 
of risk assets and other pertinent factors) 1, 245, 373 
Recoveries and profits on securities sold, less charge-offs and 
write-downs, by affiliated banks, as per schedule below 986, 490 





2, 231, 863 





23, 687, 875 


Reserves, Dec. 31, 1954: 
Affiliated Banks: 


Portion recognized for income tax purposes 11, 125, 516 
Additional reserves 9, 312, 359 


20, 437, 875 
. 8, 250, 000 


23, 687, 875 


Summary of charge-offs, write-downs, recoveries, and profits on securities sold 
by affiliated banks 








! 
| 
| Charge-offs Profits on 
| and write- Recoveries securities 
| downs sold 
| 





On securities _ a 
On bank premises and equipment excluding re- | 
curring depreciation $954,091 charged as op- | 
erating expense 80, 782 80, 782 
Miscellaneous and other real estate ___ - | 87, 145 | 4 25, 058 


16, 253 | 4 ~ $1,210,802 | (1, 251, 049 


On loans and discounts___......-..--------- A $587, 551 | 8, | $158, 719 


} 





771, 731 | | ‘1, 210, 802 (986, 490) 
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NORTHWEST BANCORPORATION 


(CORPORATION ONLY) 




































































Income 
| Year ended December 31 
| 
——- 
| 1954 1953 
=a 
Income: : 
Dividends received from affiliates_.................--_-__--- Eiich a eee 8 _-| $3,940,478 $3, 394, 247 
PIII loose S a coe el vc aes edddecrasdevcccsetctcsccccas- oe 175, 719 186, 572 
Other income-.-.--- UE aCKPotnichhWte coi anin euccns nde wkudine Sais ~ 5, 904  citestaip tai 
RI cocci icn ps ncqadteae ewes ne enwekised la eedbdhaniuuscebwecwws my 4, 122, 101 3, 580, 819 
Expenses: 
Expenses other than income taxes-----..--..-.--------------- ae, 740, 085 718, 555 
Provision for Federal and State income taxes- re : | 325, 000 295, 000 
aly aie ty or Ee |e ee ee ee eer ee a ; Saws | 1, 065, 085 1, 013, 555 
Less service fees received from affiliates..................-_- vente | 589, 820 589, 922 
Excess of expenses and taxes over service fees. ______- : ge 475, 265 42 3, 633 633 
Net income before adjustment for undistributed earnings of affiliates | 
ee ERS SS 3, 646, 836 3, 157, 186 
Undistributed earnings of affiliates: | 
Net income after provision for charge-offs and write-downs, taxes on 
income and minority interests -_- aime 4 9, 393, 603 7, 772, 215 
Less dividends paid to Northw est ‘Bancorporation bated awe oe a ae 3, 940, 478 3, 394, 247 
nN sete ie et iets ace e wine fatecne's odes 5, 453, 125 4, 377, 968 
Net income including undistributed earnings of affiliates_......_.____- 9, 099, 961 7, 535, 154 
i 
Surplus 
Earned Capits 
Wnt. y 4 apital 
Total surplus surplus 
Surples, Dee, $1, UBF 0242s hs Leesa ee $70, 008, 342 | $68,849,730 | $1, 158, 612 
CO MIR cia a ins ara aa nichs bas dine ents eo eea a 9, 099, 961 | ot ae 
Excess of net tangible asset value of investment in affiliate | 
acquired over par value of capital stock issued in exchange_- a ti Ee 442, 849 
Excess of par value of preferred over common stock pone or ene 1, 645, 362 
81, Ay B98, S18 3 | 77,949, 691 | 3, 246, 823 
Deduct dividends paid: hae, oy 8 Sh eae 
On 4.20 percent preferred stock. _.____.___.._.._-_________- 185, 417 | 185, a7 | ‘Eee ree 
On common stock— | 
gallate atl an ee ly — a 3, (60, 628 | CL poled Iii 








i ee 3, 246, 045 3, 246, 045 | 


me og oe ee ES es ee | 77, 950, 469 | 74, 703, 646 | 3, 246, 5, 823 
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Balance sheet 











Cash in banks $725, 517 

Marketable securities, at cost or less: 
U.S. Government obligations 8, 508, 104 
Other bonds 

Accrued interest, etc 








Investment in capital stock of affiliated banks and companies—net tangible 
asset value (after deducting reserves, $20,437,875 in 1954 and $18,176,594 in 
1953, and providing for minority interests) as disclosed by balance sheets of 
the respective banks and companies as of Dec. 31, 1954 and 1953—See p. 27: 

ES ae pp ey eer EE eS Eee RNY ye 91,011, 766 
. . 339, 326 


91, 351, 092 
100, 633, 757 











350, 988 
3, 250, 000 





Capital stock and surplus: 
4.20 percent convertible preferred stock of $50 par value per share. Au- 
thorized 200,000 shares; outstanding 58,874 shares in 1954, and 102,851 
shares in 1953 2, 943, 700 5, 142, 550 


Common stock of $10 par value per share. Authorized 2,000,000 shares; 
outstanding 1,613,860 shares in 1954 and 1,548,181 shares in 1953, exclud- 
ing 120,932 shares in 1954 and 131,734 shares in 1953 held in treasury....| 16, 138, 600 15, 481, 810 

Capital surplus 3, 246, 823 1, 158, 612 

Earned surplus, including undistributed earnings of affiliates 74, 703, 646 68, 849, 730 








Total capital stock and surplus 97, 032, 769 90, 632, 702 





100, 633, 757 94, 204, 840 











REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS 
(CORPORATION ONLY) 


The Stockholders of Northwest Bancorporation: 


We have examined the balance sheet of Northwest Bancorporation (a Dela- 
ware corporation) as of December 31, 1954, and the related statements of income 
and surplus for the year then ended. Our examination was made in accordance 
with generally accepted auditing standards, and accordingly included such 
tests of the accounting records and such other auditing procedures as we con- 
sidered necessary in the circumstances. 

The net tangible asset value of the investments in affiliated banks and com- 
panies as of December 31, 1954, and the increase in such net tangible asset 
value during the year then ended are stated in accordance with financial state- 
ments of the respective banks and companies. We have not audited or examined 
the accounts of the affiliated banks and companies, but we have obtained from 
responsible officials financial statements of their respective banks and com- 
panies, certified to by them, for the year ended December 31, 1954. In the case 
of banks owned at December 31, 1954, such financial statements were certified 
to be copies of the statements filed with one of the following supervisory author- 
ities: The Comptroller of the Currency, the Board of Governors of the Federal 
Reserve System or the Federal Deposit Insurance Corporation. 

In our opinion, the accompanying balance sheet and statements of income 
and surplus present fairly the financial position of Northwest Bancorporation 
at December 31, 1954, and the results of its operations for the year then ended, 
in conformity with generally accepted accounting principles applied on a basis 
consistent with that of the preceding year. 

PEAT, MARWICK, MITCHELL & Co. 

MINNEAPOLIS, MINN., January 25, 1955. 
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SUPPLEMENTAL FINANCIAL INFORMATION 


NORTHWEST BANCORPORATION AND AFFILIATED BANKS AND COMPANIES 


Summary and application of income 





Year ended Dec. 31 





1954 


1953 





Net Cae earnings: 
Earnings before taxes on income 
Deduct provision for related taxes on income 





Other deductions from income, ne 
Actual net chargeoffs and S- affiliated banks..............- 
Increase in reserves, affiliated banks 


Provision for chargeoffs and writedowns 
Less income tax credit related to security transactions and reserve 
provisions allowable as tax deductions, net 


Combined net income (before minority interest) 
Deduct minority interests 


Consolidated net income (p. 18) 


Applied as follows: 
Paid out as dividends: 
Preferred 
Common 


$19, 321, 832 
9, 135, 277 


$17, 903, 127 
9, 059, 797 





10, 186, 555 


8, 843, 330 





(986, 490) 
2, 231, 863 


660, 483 
600, 140 





1, 245, 373 
520, 000 


1, 260, 623 
265, 000 





725, 373 


995, 623 





9, 461, 182 
1 


7, 847, 707 





9, 099, 961 


7, 535, 154 





185, 417 
3, 060, 628 


216, 433 
2, 786, 272 





3, 246, 045 
5, 853, 916 


3, 002, 705 
4, 532, 449 











9, 099, 961 


7, 535, 154 





Classification of loans and discounts—Affiliated banks 





Dec. 31, 1954 


Dee. 31 


, 1953 





Percent |—— 
increase 
Amount 


| Percent 
of total 


Amount 


Percent 
of total 





Commercial and industrial loans 
Loans to farmers: 
Directly guaranteed by Commodity 
Credit Corporation 
Other (including loans on livestock but 
excluding loans seeured by real estate) - 
Loans to brokers and dealers in seeurities____ 
Other loans for purpose of purchasing or 
carrying stocks, bonds, and other securities- 


$207, 956, 119 


] 
| 
| 
} 


44, 114, 952 


37, 519, 679 
1, 942, 285 


5, 665, 751 


$198, 433, 354 


37, 643, 751 


32, 984, 166 
996, 452 


5, 246, 748 








Real-estate loans secured by farmland_...- 
Real-estate loans secured by residential 
properties other than farms: 
Insured by Federal Housing Adminis- 


4, 318, 263 


- 49, 554, 667 

Insured or guaranteed, in part, by Vet- 
erans’ Administration . > 49, 149, 246 
Other residential real estate loans_.._____ 43, 964, 583 
Real-estate loans secured by other properties. 22, 949, 451 


4, 008, 518 


47, 592, 557 
45, 732, 150 





Total real-estate loans 169, 936, 210 
Obligations of individuals” (not included 
above): 
Par ape ob 
payment 
All other ions ieee 


91, 594, 417 
30, 071, 249 
1 06 


86, 097, 
25, 312, 241 
10, 213, 726 





DO sincis- s= dessa s ries ~biveee one 599, 864, 368 











552, 863, 122 
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Maturity of United States obligations owned at Dec. 31, 1954 





Par value | percent to| Paral 
maturities I maturities 


Percent to 
total par 





Maturing or payable on demand within 5 years-_-_- : $320, 968, 640 
Maturing 5 to 10 years cg K 33. 6 239, 180, 900 
pe EE eee K ; 16, 729, 250 











576, 878, 790 2 576, 878, 790 
() -- (*) 











13 years 8 months. 
24 years 3 months, 


NOTES TO FINANCIAL STATEMENTS 
NORTHWEST BANCORPORATION AND AFFILIATES (CONSOLIDATED) 


(A) Principle of consolidation.—The consolidated statements include the ac- 
counts of the corporation and all directly owned affiliated banks and companies, 
and exclude the accounts of three bank building companies wholly owned by 
three major bank affiliates. The net profit of the building companies after 
depreciation and income taxes amounted to $227,241 in 1954 and $234,731 in 
1953. It is not practicable to eliminate certain interbank fees, charges, and 
other income and expense, which are considered to be immaterial in amount. 

(B) Basis of reporting.—The financial statements of Northwest Bancorpora- 
tion (corporation only) have been reported upon by Peat, Marwick, Mitchell & 
Co., independent public accountants, whose selection has been approved by stock- 
holders ; while the consolidated financial statements of Northwest Bancorporation 
and its affiliated banks and companies are, as respects such banks and companies, 
based upon statements certified by responsible officials thereof. 

(C) Provision for taxes on income.—Details are shown below : 





1954 1953 





Federal normal and surtax $8, 818, 523 $7, 726, 742 
Federal excess-profits tax 610, 000 
State taxes on income 2 458, 055 





Total tax liability ; : 8, 794, 797 

Less taxes related to certain Government security transactions (see p. 3) to 

be applied against subsequent tax reductions from premium amortization— 
to reflect net tax savings over period to maturity of bonds acquired 





Net tax provision 











(D) Pledged assets.—As of December 31, 1954, United State Government 
obligations and other assets amounting to $251,012,922 were pledged to secure 
deposits and for other purposes. 


NORTHWEST BANCORPORATION (CORPORATION ONLY) 
(As reported upon by Peat, Marwick Mitchell & Co.) 


(1) Statutory requirements.—Statutory double liability exists in respect of 
stocks owned by Northwest Bancorporation in 18 State banks in Minnesota and 
1 State Bank in North Dakota. 

As of December 31, 1954, the corporation had readily marketable assets other 
than bank stocks in excess of possible maximum requirements (approximately 
$3,250,000) of section 5144 of the United States Revised Statutes. 

(2) Preferred stock.—The 4.20 percent cumulative convertible preferred stock 
is redeemable on call or on voluntary liquidation at $52 per share to May 25, 
1956, decreasing $0.50 per share at that date and each 2 years thereafter to $50 
per share after May 25, 1962, plus dividends accrued and unpaid at the redemp- 
tien-date. -Each share of-such preferred stock is convertible at the option of the 
holder into 144 shares of common stock. 
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In accordance with the foregoing, 73,593 shares of authorized and unissued 
common stock are reserved for issuance upon conversion of preferred stock. 
(3) Surplus restrictions.—The total surplus of the corporation is restricted 
in respect of the Treasury stock acquired, $1,209,320. 
(4) Undistributed earnings of affiliates ——Earned surplus reflects transactions 
arising subsequent to the effective date of recapitalization, February 28, 1935, 

































































































: and includes at December 31, 1954, $63,121,200 representing undistributed earn- 
. ings of affiliates as reflected in the accounts of Northwest Bancorporation. 
j 
20-year summary of annual results—Northwest Bancorporation and affiliated 
banks and companies 
| | | | | Png | oS 
Total assets |\Net operat-| Provisi Per 
| per consoli- Total ing earnings| Provision | Profit on | ; rite a Consoli- | share 
Year | dated balance| operating | before for income’ securities | pe “| dated net | com- 
sheet earnings income | taxes sold | bet seal ;| income | mon 
taxes ; stock 
| | 
1954... ‘$1, 674, 033, 388 |$50, 808,041 |$19, 321, 832 |$8, 615,277 |_..______- $1, 245,373 | $9,099, 961 $5. 53 
1908 ...3. 1, 596, 303, 494 | 47, 435, 223 | 17, 903, 127 US. Se. eee 1, 260, 623 7, 535, 154 4. 73 
ae 1, 555, 235, 581 | 42,697,024 | 16, 548,019 | 7,443,775 |_..._____- 1, 442, 667 7, 381, 048 4. 68 
1951_.-.-- 1, 480, 614, 250 | 39,031, 737 | 15,813, 851 | 6,993,929 |_._______- 2, 743,743 | 5, 799,058 3.75 
é 1950... -- | 1) 445, 909, 421 | 33,922,194 | 12, 400, 272 | 3,972,049 |... -_.__-| 2, 159,535 | 6, 030, 366 3.90 
i 1949_.... | 1,351, 987, 818 | 30,731,800 | 10,752,851 | 2,850,907 | $54;677 | 2,892,292 | 4, 867, 838 | 3.15 
1948. ...- 1, 332, 369, 776 | 28, 730, 536 | 10,363,242 | 2,396, 222 304, 834 2,710, 289 | 5,382,193 3. 47 
a | 1, 347, 770, 698 | 26, 502, 960 9, 875, 622 | 3, 308, 441 385, 925 | 2,478,701 | 4, 297, 643 | 2.7 
Oi. = | 1, 286, 934,387 | 24,711,819 | 9,736,405 | 3,112,573 | 354, 664 2, 296, 027 4, 495, 528 2. 90 
j | ae | 1,380, 633, 781 | 21,453,092 | 8, 662,241 | 2,950,812 |1, 216,288 | 1,946,476 | 4,774, 480 | 3. 08 
é 1944... | 1, 193, 006, 255 | 18,998,638 | 7,181,389 | 1,909,275 | 252,712 | 1,703,676 | 3, 680,098 | 237 
ba 1943. ...- 948, 836, 349 | 16, 796, 053 6, 058, 442 | 1,293,314 | 271,180 1, 485, 910 3, 432, 226 2. 21 
ie WE a ee 804, 540, 267 | 15,049,932 | 4, 512,326 688,823 | 88, 932 1,312,345 | 2, 500, 065 1.61 
is yt See 554, 069, 363 | 14,533,253 | 4,665,107 | 551,280 | 523, 413 1, 257,211 | 3,251, 502 2.09 
1940. ...- 490, 431,089 | 13, 730,166 | 4,027, 198 378, 715 573, 358 | 1,109,394 | 2, 852, 292 | 1. 83 
, ag 1908... .<<. 468, 599,745 | 13,164,615 | 3, 524, 755 138,981 | 463, 195 1,101,983 | 2, 458, 798 1. 57 
j i ee 429, 052, 588 | 12,549,106 | 2,673, 516 | 70,715 | 751,181 1,036,005 | 1,972,111 | 1, 26 
fs 1087. = = 411, 555, 862 | 12,802,208 | 3,017,452 | 47,937 | 339,036 | 1; 107,941 | 15803,926| 1.14 
; 1936... -- 438, 637,521 | 12,171,979 | 2, 515, 789 | 41,297 | 857,522 | 1,020,798 | 1,708, 892 | 1.07 
i. 1935... .- 409, 708, 843 | 12, 501,253 | 2, 131,383 | 25, 537 il, 891, 225 | 1, 162,712 | 2,073, 241 | 1.30 
e 
= 4] 
” e Northwest Bancorporation (corporation only) | 
4 5 sae ‘ain | ne 
4 ka vet income ore | ancorpor- 
5 adjustment ofbook | Gommon.stock | Common stork and | ‘ation and 
7 Year value of affiliates | P : affiliated 
A. banks— 
> 3 | total 
o- E Per share, Per | Per reserves 
7 iz Amount | common | Amount | share Amount | ghare | 
i stock | . ; 
: | | | 
i | | | | 
t a UK a. ee $3, 646, 8 $2.15 | $3,060,628 | $1.95 | $94,089,069 | $58.29 | $23, 687,875 
) 3; OMB Saag ol ete 3, 157, 186 1.90 | 2,786,272} 1.80| 85,490,152 | 55.21 | 21,426,504 
e 4 1000) Soe a oe 2, 943, 281 1.82 | 2,476,427| 1.60} 80,941,151 | 5228] 20,826,454 
: eee ee ’ 569, 328 1.66 | 2.321, 1.50 | 72,550,540 | 46.88 | 24, 216,547 
4 IGE. podinness niencbeltcnn 2, 288, 476 1. 48 1, 857, 320 1.20 | 69,073,132 | 4463 | 22,573, 263 
| ee sae er 2, 042, 851 1.32 1, 857, 320 1.20 | 64,900,086 | 41.93 19, 868, 707 
TOG ce endl cwianede 1, 839, 952 1.19 1, 547, 767 1.00 61, 889, 568 | 39.99 17, 605, 563 
eet nA 1, 805, 87: 1. 16 1, 547, 767 1.00 | 57,488,587 | 37.14 16, 316, 263 
RO esta neice teacietoae 1, 641, 641 | 1.06 1, 238, 614 -80 | 54,377,502 | 3513 14, 577, 454 
SUE: 2. Gdatcakienaaateee | 1, 537, 283 | -99 | 1,086, 237 . 70 51,034,451 | 32.95 12, 577, 692 
f ee ae Sere ee ee 1, 190, 649 | 77 | 931, 060 . 60 47, 098, 321 30. 35 10, 612, 219 
, | RR eh eres | 962, 333 . 62 775, 893 | . 50 44, 261, 090 28. 52 8, 851, 786 
d RU a iirc cwariniok cide ends | 1,113, 280 | 7 776, 006 | - 0 41, 593, 011 26. 80 6, 946, 991 
| Se Ss ae ee 1, 039, 545 | . 67 699, 386 ~ 45 39, 805, 174 25, 64 5, 536, 473 
: | OR PEEP EE ae ee Sh } |, 879 | . 54 311, 618 . 20 37, 223, 592 23. 91 4, 821, 018 
r 4 SR ES Te OR aah 730, 683 47 155, 991 -10 32, 896, 173 21. 09 4, 360, 113 
y ries Cia BR FSS 534, 044 ts ea eet _...-| 29,353,488 | 18.80 4, 736, 188 
7 Re 2 SPR ate 579, 288 o ) Tees PES 26, 352, 393 16. 70 5, 123, 852 
k a | es oe Ce ee 323, 273 . ) ee ee Set tceoul 22, 988, 460 14. 50 5, 709, 972 
ws : ee 360, 350 5 | See oe J----="-* 19, 155, 026 12, 07 6, 732, 139 
2, | | | 
0 Please refer to annual reports on the respective years for more complete data, among other things, on 
p- (1) surplus adjustments not applied retroactively above and (2) significant changes bearing on annual 
1e results, particularly in provisions for chargeoffs and writedowns and amounts thereof allowable for income- 





tax purposes. The amounts of the preferred stock outstanding at each year end since date of issue in May 
1952, and dividends paid thereon are not included in the above summary. 
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Reconcilement of capital stock, surplus, and undivided profits of affiliates with 
carrying value of Northwest Bancorporation interest in affiliated banks and 
companies 
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Deduct minority interests (including purchase price of $664,024 
of option stock held by directors of affiliated banks) -..__._.- FR ED Fo cicknv lentes 2, 542, 619 





Carrying value of Northwest Bancorporation interest in 
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Kach of the above-named banks is a member of the Federal Deposit Insurance Corporation. 
Mortgage servicing affiliate: Minneapolis, Minn., Northwestern Mortgage Co., J. Joseph Fehr, president. 
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Seventy-two Northwest Bancorporation affiliated banks with 22 additional 
offices serve over 1 million customers in 79 upper Midwest communities. These 
locally managed affiliates make available complete banking service, helping to 
fulfill the needs of each community. 

Progressive policies make possible good working conditions, adequate com- 
pensation and opportunity for the 4,500 staff members. These practices result in 
loyal, trained and experienced personnel who insure a high quality of service to 
customers and continuity of earnings to Bancorporation stockholders. 

The territory pictured above, which is served by the affiliated banks, has a 
sound economic future based on the production of essential food, mineral and 
industrial products. As a result of recent large investments in the Missouri 
Basin development, oil and low-grade ore production, this area should experience 
even greater growth. 

Mr. Tomson. All banks are engaged in a general banking busi- 
ness and a few of the larger banks operate trust departments. Most 
of the banks compete with other banks in their communities; and in 
all instances competition is afforded by other banks in the immediate 
area. 

The Cuatrman. Mr. Thomson, would you object to adjourning 
for luncheon at this time and coming back at 2:30 at which time you 
could conclude your statement ? , 

Mr. Tomson. I would be very agreeable to that, Mr. Chairman. 

The Cuarrman. Very well, the committee will adjourn to reconvene 
at 2:30, at which time Mr. Thomson will proceed with his testimony. 

(Whereupon, at 12.05 p. m., a recess was taken until 2:30 p. m. of 
the same day. ) 

AFTERNOON SESSION 


The committee met at 2:30 p. m., Hon. Brent Spence (chairman), 
presiding. 

Present: Representative Spence, chairman, and Representatives 
Brown, Patman, Multer, O’Hara, Reuss, Griffiths, Vanik, Wolcott, 
Talle, Kilburn, McDonough, Betts, Hiestand, and Nicholson. 

The CuHarrMan. The committee will be in order. 

Mr. Thomson, you may proceed to conclude your statement. 

Mr. THomson. Thank you, Mr. Chairman. 

Beginning at the top of page 6, Northwest Bancorporation has only 
3 nonbanking subsidiaries, the combined net tangible asset value of 
which at December 31, 1954, was $339,326, and represented less than 
one-half of 1 percent of the assets of the corporation. In two in- 
stances affiliated banks hold their bank building premises in subsidiary 
companies. 

The common stock of Northwest Bancorporation is held generally 
throughout the communities served by its banks. As of January 
26, 1955, it had 11,114 common-stock holders, no one of whom held in 
excess of 3.1 percent of its common stock. Of these stockholders, 
8,617 in number, holding 70.1 percent of the outstanding shares, re- 
sided within the 7 States in which the banks of Northwest Bancorpor- 
ation are located. This stock is listed upon the Midwest Stock Ex- 
change of Chicago and is registered with the Securities and Exchange 
Commission. 
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In May 1952, 103,185 shares of 4.20 percent convertible preferred 
stock of $50 par value were issued for a total of $5,159,250 to provide 
additional capital for affiliated banks and for other purposes. As of 
January 26, 1955, 48,564 shares had been converted into 60,597 shares 
of common stock at the specified rate of 114 shares of common for 1 
share of preferred with fractional share differences settled in cash. 

Because this type of preferred investment lends itself to institu- 
tional buying, there is proportionately more of this stock owned out- 
side of the area in which the banks of Northwest Bancorporation op- 
erate than in the case of the common stock. As of January 26, 1955, 
there were 1,651 preferred-stock holders, of whom 1,324 resided in the 
States in which affiliated banks are located and held 31.3 percent of 
the outstanding preferred. No one stockholder held in excess of 13.5 
percent of the preferred stock. This preferred stock is traded over 
the counter and is registered with the Securities and Exchange 
Commission. 

The underlying purpose which led to the founding of Northwest 
Bancorporation and its acquisition of stockownership in banks was 
to assist in stabilizing the banking industry in the territory served by 
its affiliated banks, while providing adequate profits on a sound basis 
for its stockholders. 

During the years 1929 through 1943, Northwest Bancorporation 
made contributions to the capital structure of its affiliated banks ex- 
ceeding $11,456,000 and since 1943 has supplied additional capital to 
affiliated banks in the amount of $3,745,000. These amounts aggregat- 
ing over $15,195,000 were supplied to banks already owned and do not 
include substantial sums provided as original investment in banks 
organized or reorganized to supply service to towns left without banks 
after the period of bank closings or funds invested in later acquisi- 
tion or organization of new affiliates. 

The ability of a soundly financed holding company to furnish bank 
capital when needed is not only of great value to its affiliates, but in 
times of general banking stress, has bolstered public confidence in the 
entire banking structure of the territory. 

The dominating policy of Northwest Bancorporation and of its 
affiliated banks has been directed to the maintenance of sound af_il- 
iated banks operating as independent units. 

The purposes for which Northwest Bancorporation was incorpo- 
rated include the ownership and holding of shares in banks and in fur- 
therance of such purposes, the assistance and supervision in an advi- 
sory way to aid in the soundness of their operation. Its operations 
have been solely in furtherance of these purposes and to the extent that 
it has owned nonbanking subsidiaries, the activities of the latter have 
been incidental to the ownership of bank shares. 

The objectives and activities of Northwest Bancorporation are di- 
rected to the end that all of its affiliated banks may be soundly operated 
and maintained in the best interest of their stockholders, their cus- 
tomers, and the communities in which they operate. The attainment 
of these objectives is a responsibility owing by Northwest Bancorpo- 
ration to its 11,114 common- and 1,651 preferred-stock holders and 
indirectly through affiliated banks to their customers and communities. 

Northwest Bancorporation provides for the achievement of these 
desired results by operating departments and other groups whose ac- 
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tivities bring together and make available to all affiliated banks advice 
and counsel on a wide range of banking policy and operating matters 
based upon not only the experience and research of the executive offi- 
cers of the corporation itself, but also reflecting the experience and 
study of executive and operating officers of affiliated banks, both large 
and small. 

The corporation maintains an examination and audit department 
which examines each bank at least annually. These examinations pro- 
vide the management and directors of the banks with an objective ap- 
praisal of their condition and furnish constructive suggestions. The 
credit department of the corporation stands ready to furnish infor- 
mation which the individual banker cannot readily obtain by his own 
efforts. It investigates new types of loans and loaning procedures 
and reviews large loans after they have been made and reported by 
the banks. No bank is required to submit a loan before making it but 
the banks do, from time, voluntarily request the advice of the credit 
department as to special types of loans or experience with particular 
industries. 

The investment department reviews the bond investments of the 
banks and assists the banks in their selection of suitable bonds. The 
corporation also makes suggestions upon matters of accounting, audit- 
ing, and operating procedures. 

Aside from the advisory activities, the banking relationships exist- 
ing between Northwest Bancorporation and its affiliated banks are 
confined to the deposit of its funds in one or more affiliated banks 
and Northwest Bancorporation does not borrow and never has bor- 
rowed from affiliated banks. 

The relationship of Northwest Bancorporation to its affiliated banks 
is basically the normal stockholder relationship under which the pow- 
ers of the stockholder are exercised in stockholders’ meetings and the 
corporation obtains information concerning the condition and opera- 
tion of the banks. 

Except as Northwest Bancorporation may exercise its voting powers, 
it does not undertake any direction of the affairs of affiliated banks ex- 
cept in an advisory way. The responsibility of the operations of the 
banks is assumed and discharged by their own local boards of directors 
and their officers who make the final determination of loan and invest- 
ment policies as well as personnel and dividend policies. 

I am the only officer of Northwest Bancorporation who is a member 
of the board of any affiliated bank and that bank is in Minneapolis 
where I reside. The only members of the board of directors of North- 
west Bancorporation who are also directors of affiliated banks are mem- 
bers of the coors of affiliated banks located in the communities in 
which they reside. 

I should like now to direct my comments to the pending bill without 
in any way changing my basic position that no need for this legisla- 
tion has been proved. 

The general objectives of the bill are indicated in section 2 of the de- 
claration of policy which reads as follows: 

Sec. 2. It is hereby declared to be the policy of Congress, in accordance with 
which policy all of the provisions of this Act shall be interpreted, to control the 
creation and expansion of bank holding companies; to separate their business 
of managing and controlling banks from unrelated businesses ; and generally to 


maintain competition among banks and to minimize the danger inherent in con- 
centration of economic power through centralized control of banks; and to subject 
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the business and affairs of bank holding companies to the same type of examina- 
tion and regulation as the banks which they control. 

The general philosophy of the proponents of legislation for further 
regulation of bank holding companies is reflected in this declaration 
and calls for the following comments. 

First, as to control of expansion, this feature of the declaration of 
policy would be implemented by section 5 of the act. Under this sec- 
tion control of expansion by the acquisition of additional banks would 
be vested in the Board of Governors of the Federal Reserve System. 
This pore should properly be vested in that Board which is well 
qualified to pass upon such matters. 

Section 5, however, while purporting to vest such power in the Board 
would prohibit the Board from approving the acquisition of a bank 
outside the State in which the bank holding company was located; 
from approving an acquisition even if within the State over the ob- 
jection of other supervisory authorities of any bank affected; from 
approving any acquisition of a bank within the State, if located outside 
the area prescribed by State law for branch banking or unless the law 
of the State expressly and affirmatively authorized such acquisition. 

The Banking Act of 1933, enacted after several years of study, 
vested in the Board the authority to grant or refuse to bank holding 
companies permits to vote the shares of member banks, and the Board 
has had over 20 years of experience in the administration of this law, 
to say nothing of the Clayton Act. 

In my opinion, the proposed bill is not sound when it limits the 
authority and judgment of the Board by making it subject to a veto 
power in the hands of another Federal or State supervisory authority 


and subject to prrsneye of State branch-banking laws. These provi- 


sions are urged in the name of States rights, but actually they are in 
violation of States rights. For the Congress to say that the State, 
when it legislated on branch banking, really meant holding companies, 
and that a State which has not expressly authorized bank holding 
companies really means to prohibit them, is an interference with the 
right of the State to determine for itself how it wishes to treat such 
companies. Some States whose statutes prohibit branch banking have 
welcomed bank holding companies and would wish them to continue. 

These provisions would give the States a right to determine who 
could be shareholders, not only in State banks but in national banks, 
would upset the equality between National and State banks under the 
dual banking system and would impair the efficiency of the national 
banking system which extends into every State and must be soundly 
maintained regardless of local policy. 

It is recognized that Congress did abdicate its right with respect 
to the location of branches of national banks and gave control of such 
location to the States, but such action constituted an enlargement of 
the then existing powers of national banks. That action may also be 
justified as a recognition of the competitive position which a branch 
ees enjoys as against a unit bank. A bank affiliated with a holding 
company occupies no comparable competitive position as against inde- 
pendently owned banks and whatever justification there may have 
been for the action of Congress with respect to the State control of 
branches of national banks has no application to the problem of the 
location of banks affiliated with holding companies. 
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These proposed provisions would serve to make unavailable for 
investment in the national banking system the capital funds accumu- 
lated by bank holding companies except under conditions which for 
the most part would be imposed by the individual States. The expand- 
ing economy of the country requires continuous additions to the om 
structures of national banks and any enactment which might result in 
the prohibition of such additions or the flow of capital for national 
banks across State lines would be unfair to the banks which must 
compete with other industry for their capital. 

This is particularly true in the area where Northwest Bancorpora- 
tion operates, as some of the States have small populations, large land 
areas and have been in the process of development for such a short 
period that they have not built up substantial amounts of capital avail- 
able for banking needs. Such Beates properly and of necessity look 
to a business center in another State as their commercial and financial 
capital. 

‘he reason which may have moved Congress to act as it did with 
respect to State control of branch banking have no valid application 
to. the holding company situation and the adoption of the same course 
with respect to bank holding company affiliates would not be in the 
public interest. 

The Reserve City Bankers Association in testifying on this matter 
before the Senate committee in 1953 stated that they had studied the 
matter of control of expansion and related matters affecting bank 
holding companies since 1946. Their testimony discussed, in too great 
detail to reproduce here, the considerations mentioned above and ex- 
pressed the following conclusion as to expansion. 

We summarize our conclusions on the question of future expansion. First, 
we submit that all practical considerations and historical trends in the develop- 
ment of our nationwide dual banking structure, as we have outlined them above, 
clearly bespeak the elimination in this proposed legislation of any grant to re- 
spective States of a veto power over a bank holding company acquisition of a 
national bank, not to mention federally insured State member banks. 

Secondly, we believe that a compulsory application of a State law in respect 
of State banks within the State and the application of a Federal discretionary 
process in respect of national banks within the State will lead to a conflicting and 
self-defeating treatment of holding-company expansion within the State and 
the development of a bewildering pattern of holding-company structures within 
the Nation—particularly if some States pass permissible legislation, others pass 
prohibitory legislation, and others do not pass any legislation at all. 

Thirdly, it appears quite evident to us that the Federal discretionary process, 
coupled with the advisory mechanism, without any State veto power, recognizes 
and will afford, as we have pointed out above, ample reflection of a State’s atti- 
tude toward its own banking structure without undue impingement on the State’s 
banks or banking system. 

Fourthly, we conclude that the Federal discretionary process, coupled with the 
advisory mechanism, but without any veto power in the States, is the only process 
which has the abiding merit of promising uniform regulation of nationwide scope 
and like treatment and protection to both State and national banks within a par- 


ticular State, with due recognition of both State and Federal prerogatives and 
responsibilities. 


In the Reserve City testimony it was stated that occasions might 
arise when a holding company might be the only medium through 
which depositors of a bank in distress could be protected and that the 
Federal supervisory authorities as well as those of the respective 
States should be interested in preserving some flexibility in interstate 
acquisitions by holding companies and that it should also be of interest 
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to the banks which pay the assessments to the Federal Deposit Insur- 
ance Corporation. Under H. R. 2674, such beneficial acquisitions 
would be prohibited not only on an interstate basis but also in the 
State of location of the holding company in the absence of a proper 
combination of State laws dealing with branches and express authori- 
zation of holding company operation. 

It is submitted that control of expansion of bank holding companies 
should be the responsibility of one Federal agency with the sole re- 
sponsibility for passing on the addition of affiliates or the merger of 
additional banks with affiliates of holding companies. That agency 
should have the benefit of the views of other supervisors of banks 
affected but should not be subject to their veto. In general, the stand- 
ards for passing on such proposed acquisitions should be as defined in 
the conditions for a voting permit: 

The Board of Governors of the Federal Reserve System may, in its discretion, 
grant or withhold such permit as the public interest may require. In acting 
upon such applications, the Board shall consider the financial condition of the 
applicant, the general character of its management, and the probable effect of 
the granting of such permit upon the affairs of such bank— 
or the general conditions used by the Federal Deposit Insurance Cor- 
poration for membership of banks with the additional specification 
that the acquisition shall be considered in the public interest. The 


Federal agency having the responsibility as to acquisition should have 
the power to deal with all new affiliates, including nonmember State 
banks as well as member banks, subject, of course, to proper provisions 
for hearing and judicial review. 

In their testimony before this committee last Monday both the rep- 


resentatives of the Federal Reserve Board and the Comptroller of the 
Currency objected to the provisions of H. R. 2674 placing limitations 
upon the power of the Board by way of State action through State 
banking authorities or State statutes. 

Now, as to the separation of business of managing and controlling 
banks from unrelated businesses, with respect to this objective, which 
is dealt with in section 6 of the bill, widely divergent views have been 
expressed by the various witnesses. 

The bill would provide an exception for the continued ownership 
by a bank holding company of certain types of corporations to carry 
on activities of owning bank premises, operating safe-deposit facili- 
ties, providing certain services to affiliated banks and would also permit 
limited investments, not involving control. 

These are clearly businesses intimately related to banking, but there 
are other types of companies controlled by some bank holding com- 
panies which may also be so closely related to banking or so long asso- 
ciated with certain companies as to require further consideration. 

Certain bank holding companies have, in some cases many years 
ago, acquired interests in businesses which they could legally own, 
and hold them as investments or because they are helpful adjuncts of 
certain special fields in the banking business. These are for the most 
part businesses involving lending, consumer credit, investment, in- 
surance, and other operations requiring the exercise of the same skills 
in credit and investment which are developed in commercial banking 
and for that reason might be regarded as related to banking. 

Other holding companies have as a matter of policy purchased con- 
trolling interests in companies which might not be determined to be 
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related to the banking business, and contend that such investments 
are a source of capital which they can use for the adequate capitaliza- 
tion and protection of the banks in their groups. 

It is my opinion that while this committee has listened to assertions 
on both sides of this question, the matter of divestment of “unrelated 
businesses” has not yet been the subject of an objective consideration 
by Congress. Objective and exhaustive consideration is particularly 
necessary considering the drastic nature of a divestiture provision. 

It is therefore suggested that Congress defer action upon the matter 
of divestment and consider the matter objectively, seeking informa- 
tion from impartial sources, as well as from those who appeared before 
your committee. This matter could be pursued either by the Banking 
and Currency Committees or by a special group. 

Such an investigation should seek to determine the types of com- 
pany essential to the carrying on of the functions of a bank holding 
company and those closely related to such functions and the effect 
upon bank holding companies and their banks of the ownership of 
companies not so closely related to banking. It should consider pro- 
visions for the retention of assets legally acquired. 

If, after such a full consideration of the various types of investments 
it is determined that certain assets should be divested, provision should 
be made for an adequate time to effect disposal and for tax-free dis- 
tribution of such assets. 

In any event, and as to items to be retained, there should be provi- 
sions against self-dealing, which might take the form of an extension 
to nonmember banks of the provisions of section 23A of the Federal 
Reserve Act, or if deemed necessary, an absolute prohibition of cer- 
tain intercompany transactions. 

I believe that the importance of this matter and the potential effect 
on the bank holding companies and their thousands of stockholders 
warrant the expenditure of time and effort required to consider the 
question in this manner. 

Next, a word as to maintenance of competition. The declaration of 
policy speaks of maintenance of competition between banks. This 
seems superfluous in the light of the actual facts. There is no more 
competitive business in the United States than that of banking. Banks 
actively compete between themselves and with a multitude of other 
types of private institutions and governmental agencies engaged in 
lending. 

It should be kept in mind that banks are now subject to the anti- 
trust laws, including section 7 of the Clayton Act, dealing with the 
acquisition of stock, and that section 11 of that act expressly vests 
in the Federal Reserve Board the power to enforce these provisions in 
the field of banking. 

As to the concentration of economic power, the declaration of policy 
refers to minimizing the danger inherent in concentration of economic 
power. No one would argue against such danger as an abstract prop- 
osition, but the term as used in the declaration of policy in this bill 
would give the impression that this is a danger arising particularly 
in the bank holding company field and that it should be applied in 
that field in a general and overriding manner rather than as an ele- 
ment to be considered among others by the administrative agency. 
As indicated above, concentration in the banking field is already sub- 
ject to control under the provisions of the Clayton Act. 
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Asa matter of fact, the concentration of the banking business in bank 
holding company banks has consistently declined rather than in- 
creased. Governor Robertson told you that there had been a decrease 
in number of banks and branches. The Federal Reserve Board has 
furnished to the Banking and Currency Committees from time to 
time lists of holding company affiliate groups showing, among other 
things, the number of banks and branches included in such groups. 
Such lists were furnished to the Senate committee in March 1950, to 
this committee in June 1952, to the Senate committee in June 1953, 
and again to this committee last week. 

On the basis of the figures furnished for the period ending Decem- 
ber 31, 1952, the 34 groups listed as operating on that date then con- 
trolled only the same number of banks, but with 67 fewer total bank- 
ing offices, than had been controlled by only 20 groups at December 
31,1933. The list furnished last week listed only 18 holding company 
affiliate groups as of the end of 1954, and shows that these 18 groups 
had in the 8-year period since 1946 shown a decrease of 45 banks and 
276 branches, or a total of 321 banking offices, and a $2,343 million 
decrease in deposits. 

It is clear that this record does not justify any fear of undue con- 
centration of economic power in bank holding companies. 

As to the regulation of bank holding companies in the same manne 
as the banks, the concluding clause of the declaration of policy indi- 
cates a purpose to subject the business and affairs of bank holding 
companies to the same type of examination and regulation as the 
banks which they control. 

The contention that bank holding companies should be regulated 
in the same manner as the banks which they control is based upon 
the theory that a bank holding company is the equivalent of a branch 
banking system. Any serious consideration of the differences not 
only in legal organization, but in operations, between branch banking 
and bank holding company operations, will clearly indicate a striking 
lack of similarity and will also demonstrate that, viewed from the 
standpoint of an independent bank in competition with a bank affiliate 
of a holding company, such affiliate enjoys none of the competitive 
advantages which accrue to a branch of a large bank, and few, if any, 
advantages which are not available to an independent bank through 
its own correspondent relationships. 

These distinctions have been recognized by the Congress and the 
States in enactment of banking legislation, and by the Federal and 
State supervisory authorities. Representatives of both the Comp- 
troller of the Currency and the Federal Reserve Board in testimony 
before the Senate committee in 1953 and before this committee last 
week recognized the distinction as did the spokesman for the Ameri- 
can Bankers Association, who submitted with his statement in 1953 
a supplemental statement which specifically referred to these dif- 
ferences and had attached as exhibit A a 4-page comparison which 
emphasized some of the distinctions. The Comptroller of the Cur- 
rency in his appearance before this committee on last Monday stated: 

With respect to confining the expansion of holding companies within geographic 
limitations which apply to the establishment of branches, this Department has 


long considered that bank holding company operations and branch banking are 
different, and we do not favor treating them as equivalent. 
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In view, however, of the persistence of certain proponents of bank 
holding company legislation in ignoring and attempting to obscure 
these distinctions, we deem it advisable to here refer briefly to this 
matter. 

In a bank holding company system each bank is a separate corpo- 
ration with its own charter, officers, board of directors, and capital 
structure. In contrast a branch banking system is a single corpora- 
tion, with only 1 charter, 1 board of directors, and 1 capital structure 
which is applicable to the main office and all the branches. 

Loan limits of banks are based upon the capital and surplus of the 
bank, so in the case of a branch system each lien has a basic loan 
limit equal (in the case of a national bank) to 10 percent of the capital 
and surplus of the entire bank. 

A national bank affiliated with a holding company, however, has a 
basic loan limit of only 10 percent of its own capital and surplus with- 
out reference to the combined capital and surplus of its other affil- 
iates. A branch bank in a branch system furthermore has access to 
the entire capital structure and deposits of the whole branch system 
to meet its demands for loans and one branch might conceivably make 
loans in excess of its own total deposits. 

This mobility of funds affords to a branch of a large system a 
tremendous advantage over an affiliated bank of a holding company 
which, precisely like an independent bank, is limited in its loanable 
funds to its own capital structure and deposits except as it may in 
the ordinary course of business borrow from or place over lines with 
its correspondent banks. 

Banks and bank holding companies are different and Governor 
Robertson was correct in his statement that regulation of the same 
type “is impossible.” 

I have one other specific suggestion to make before I close. Those 
of us who participated in various hearings on bank holding company 
legislation are particularly impressed with the testimony of the Fed- 
eral supervisory authorities at this hearing. It is evident that they 
consider the bank holding company an important and valuable feature 
of our banking system. These agencies have been charged by Con- 
gress with the responsibility for taking such action under the law 
as will insure the maintenance of sound operation of individual banks 
under their jurisdiction and an adequate and sound banking system. 

In addition, the Federal Reserve Board has had over 20 years of 
experience under the 1933 legislation dealing directly with holding 
companies, It seems unlikely that Congress would deal] with legisla- 
tion on this important subject without having their specific views as 
to desirable amendments to H. R. 2674. It therefore seems in order 
to suggest that your committee, before determining its action on that 
bill, specifically request the Federal bank supervisory authorities to 
furnish to you in writing their views as to desirable amendments in 
the light of their experience with holding companies and their affil- 
iated banks, the existing legislation regulating bank holding com- 
panies, other applicable provisions of law, and the information 
developed in these hearings. 

I want to thank you for providing me with the time to participate 
in these hearings and for your consideration given to this matter 
which is so important to us. I would be glad to furnish further in- 
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formation or cooperate with your committee in any way you feel I 
could be helpful. 

The Cuarrman. Mr. Wolcott. 

Mr. Woxcorr. No questions. 

The Cuarrman. Mr. Patman. 

Mr. Parman. Do you have any cement plants in the area served by 
you, Mr. Thomson ? 

Mr. THomson. Do you mean cement manufacturing plants? 

Mr. Parman. Yes, sir. 

Mr. TxHomson. I couldn’t speak of all of them, but Universal is at 
Duluth, I believe, Northwestern and Lehigh are in the area. 

Mr. Patrman. Are any of them on your board of directors ¢ 

Mr. THomson. Not a one. 

Mr. Parman. Do you have any contact with the cement industry ? 
Do you know the progress or lack of progress that is being made ? 

Mr. Tuomson. | wouldn’t know of an officer of the cement industry. 

Mr. Parman. Have you had any applications for loans to build 
cement plants ? 

Mr. THomson. One of our affiliates did cooperate, I believe, in loan- 
ing or providing for the financing of the South Dakota State cement 
plant some years ago. 

Mr. Parman. That was about 20 years ago; was it not / 

Mr. Tuomson. No, they doubled the size a few years ago. I don’t 
know about 20 years ago, Congressman, but they doubled the size 
about 4 or 5 years ago, and we did cooperate there. I am not sure 
whether it was a loan or we bought debentures. 

Mr. Parman. The reason I ask about that, with these building pro- 
grams, and the increased use of cement, it appears to me that there is 
going to be a great shortage of cement, and that area of yours should, 
I guess, provide a substantial part of that increase. 

Mr. THomson. We are a lot of area out there, and a lot of roads are 
to be built. I am not equipped to say whether we have got sufficient 
cement capacity or not; no. 

Mr. Parman. You are against separating the nonbanking business 
from the holding companies, I believe, from your testimony ? 

Mr. Tuomson. Not against, Congressman, but may I just amplify. 

There is a broad principle involved in whether you should have 
hank holding companies owning manufacturing companies and banks. 
The Northwest Bancorporation has never owned those so-called non- 
banking assets at any time to any extent. We have $330,000 worth. 

I don’t feel—this is just as a citizen now, it doesn’t make any differ- 
ence to me—I don’t feel that that question has been fully considered. 

Let us take another aspect of it. I read over a good deal of the 
testimony of these hearings, and at one point, as I recall, Governor 
Robertson indicated that a mortgage servicing agency might be classi- 
fied as a banking activity. 

I think at another place he said maybe a small-loan company might 
be a banking activity. And then I think he said there were some 
others. 

Mr. Patman. I am talking about wholly nonrelated industry, where 
there is no dispute about it. 

Pa ol Txomson. They also said that an insurance company was not. 
en 


Mr. Parman. You mean an insurance company was what? 
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Mr. Tuomson. Was not a banking activity. 

Mr. Parman. Yes; I am going to ask you about that. 

Do you consider it a banking activity ? 

Mr. Tuomson. From the standpoint of Northwest Bancorporation, 
we have never felt that we wanted to do it. I am not saying it is 
wrong, but I want to go further on this point. As a matter of legisla- 
tion, if you are going to deal with that subject I think that this list 
that the Federal Reserve furnished, of the types of so-called nonbank- 
ing assets of holding companies today, ought to be thoroughly studied, 
and my feeling is that that subject ought not to be left, in a general 
way, that the Federal Reserve is going to have discretion, but you 
ought to see if you couldn’t pin that down closer, as to what is meant 
by related activities, and that point has not been gone into to the 
exent it should be. 

Let us take another angle. If it is legitimate for a bank holding 
company to own a finance company, then I would think that at some 
time I ought to put up to my directors whether the Northwest Ban- 
corporation ought to own a finance company. We have always said 
we don’t want to be in other things than banking, but I feel I should 
have the right to do that. I don’t think the Federal Reserve Board 
should say whether I have the right to own a finance company or not, 
but I think the Congress ought to say whether it should or should not 
be. 

It is on the basis of a lack of full consideration with all the facts 
before you, on the basis of the testimony that indicates that there is 
quite a confusion as to what we mean by related businesses, and on the 
principles—and only speaking as a citizen—of whether you want to 
iegislate in that field without trying to pin down closer the ability of 
the agency to use discretion in that field. 

Mr. Parman. Let me be more specific. I see your argument on 
that, and I am not in a position to discuss that part of it with you. 
But I will be more specific. 

Suppose a large holding company also owned a very large life-in- 
surance company, and this life-insurance company has tremendous 
amounts of money collected daily, monthly, and annually, to invest in 
securities. Dor ’t you think that would be a rather unfair advantage 
that that holding company or bank would have over competitors, when 
obviously that life-insurance company, in making huge investments 
in securities, could have something to do with the companies from 
whom the securities were purchased, in regard to their deposits? 
Don’t you think there could be an advantage there that might be con- 
strued as an unfair advantage / 

Mr. Tuomson. Of course you have one large holding company that 
owns 2 large life-insurance company, and, as I said here, I am not 
aware that anybody has criticized that relationship. 

Mr. Parman. I am just asking you that et question. Do you 
consider that fair banking practice, or do you consider it unfair com- 
petition? The fact that the holding company owns a large life-insur- 
ance company, and that they can have something to do with the in- 
vestments, and having something to do with the investments don’t 
you agree with me that they could have something to do with the 
placing of the deposits of those concerns, whose securities the banking 
is buying? 

Mr. THomson. Let me see if I can break down your question. 
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I have said in here that you ought to examine the present provisions 
of section 23 (a). 

Mr. Parman. Mr. Thomson, with all due respect to you, you are not 
answering my question. I won’t take up a lot of time, and I asked you 
a very simple question. But I believe it is capable of a direct answer, 
and I just hope you answer it and not go into these other matters. 

Mr. Tomson. Well, it has got to be answered in more than one 
sentence, though. 


Mr. Parman. Well, do you believe it is fair competition or unfair 
competition ¢ 


Mr. Tuomson. I think it depends upon the facts and upon the law 
of the insurance company. 

Mr. Parman. I will give you the facts. The holding company owns 
a life-insurance company. The life-insurance company makes big 
investments in securities. The life-insurance company obviously 
would have something to do, would have a direct relationship, a 
friendly relationship, to the concerns and persons from whom those 
securities were purchased and investments made, and having that 
relationship they would naturally have a sort of a “pull,” we will call 
it, in getting those deposits made in the holding-company banks rather 
than in some competing banks. 

Would you consider that fair competition with the other banks 
who didn’t have a large insurance company, or would you consider 
it unfair competition ? 

Mr. Tomson. My answer has to be, if you want to put it categori- 
cally, that it depends upon the facts. It isn’t necessarily true. 

Mr. Parman. And you would want more facts than the ones I have 
recited ? 

Mr. Tuomson. Yes, because I don’t think you have given all the 
facts. 

Mr. Parman. All right. 

How many States do you operate in, in which branches are per- 
mitted ? 

Mr. THomson. We operate in seven States. In Minnesota they 
have had, in recent years, a law prohibiting branches. In Iowa you 
have a bank-offices law, which none of our affiliates use. In Wiscon- 
sin you had a bank-offices law which has been repealed. In North 
Dakota you have a bank-oflfices law. We have no affiliates with 
branches there. In Montana you have the opportunity to have 
branches through consolidations in contiguous counties, and our affil- 
iates have no branches there. 

I am not aware that Nebraska has a law for or against branch 
banking. 

Mr. Patman. Did you mention South Dakota? 

Mr. Tuomson. South Dakota has a statewide branch-banking law, 
and there we own our affiliates and 3 of them have branches and 1 
does not. We have never taken advantage of the South Dakota law 
to have full statewide branch banking. 

Mr. Patman. Now, you converted one of your holding company 
banks into a branch after South Dakota changed its law; did you not ? 

Mr. Tuomson. That is correct ? 


Mr. Parman. Would you do that in other States if they changed 
their laws? 
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Mr. THomson. The fact we haven’t done it in South Dakota is an 
indication that we don’t think it is a prima facie case, and it would 
depend upon the circumstances. 

Mr. Parman. Have you ever organized a new bank ? 

Mr. THomson. Quite a number of them. 

Mr. Parman. National or State? 

Mr. Tuomson. Both. 

Mr. Patrman. Both? 

Mr. THomson. Yes. 

Mr. Patman. When you organized a national bank who would you 
use for directors, the qualifying directors ? 

Mr. THomson. Specifically 

Mr. Parman. Would you use local people ? 

Mr. THomson. You have to have local directors. 

Mr. Parman. You had to have local directors ¢ 

Mr. THomson. Yes. 

Mr. Parman. Did you get them to act as directors ? 

Mr. Tomson. Either we or local people. In some cases it has been 
local people that have come to us and they have provided the directors, 
and in some cases we might cooperate with local people. But in any 
event, either the local people or we in cooperation with them would 
have to get local people to be directors. 

Mr. Parman. Did you get them to organize a bank with the under- 
standing it would be your bank and holding company ¢ 

Mr. THomson. Oh, no. What you do, is in any application for 
a new charter you have to state who are the incorporators, who are 
going to be the directors and officers, and who is going to own the 
stock. And the application shows in the first instance that North- 
west Bancorp. is going to own the majority of the stock. 

Mr. Parman. You have to have 5 natural persons, at least 5, for a 
national bank, do you not ? 

Mr. Tuomson. That is right. 

Mr. Parman. Did you ever organize a bank with the knowledge 
that as soon as it was organized you were going to take it over? 

Mr. Triomson. No, sir. 

Mr. Parman. In the holding company ? 

Mr. Tromson. No, sir. 

Mr. Parman. Well, you misunderstood me awhile ago when I asked 
you if you ever organized a national bank. 

Mr. Tuomson. That is right. 

Mr. Patrman. I don’t see how you could organize one unless you 
did it through some—— 

Mr. Txomson. I thought the inference of your question was that 
we got local people to organize the bank without it being publicly 
known that we were going to take it over, but with the understanding 
with those people. We have never done that. Whenever we organized 
a bank it has followed all the provisions of law and it has been stated 
in the application that we were going to own the majority of the 
stock. 

Mr. Mutter. Will you yield? 

Mr. Parman. I yield. 

Mr. Mourter. The fact is that when you have applied for national- 
bank charters your application named individual incorporators, 
natural persons? 
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Mr. Parman. That is right. 

Mr. Mutrer. And, of course, natural persons as directors, but your 
application for a national bank is filed with the Comptroller of the 
Currency and indicates on its face that in addition to the qualification 
stock that would be owned by the natural persons as incorporators, the 
controlling interest of the stock of that bank when chartered would 
be owned by your holding company ? 

Mr. THomson. That is correct. 

Mr. Parman. You put it in there that way ? 

Mr. 'THomson. Surely. 

Mr. Parman. Would it amount to as much as 75 percent of the 
stock ? 

Mr. THomson. Oh, yes, it would amount to more. 

Mr. Parman. How much was the most ? 

Mr. Tomson. I couldn’t remember, Congressman, on that. 

Mr. Parman. But always more than half ? 

Mr. THomson. Always more than half. We have said in here that 
we owned at least a majority, and we owned 95 percent in the ag- 
gregate. 

Mr. Parman. I thought the Comptroller of the Currency had a 
rule—maybe it is a law, I don’t know—that he does not charter a bank 
where the stock is not distributed to the extent that no one person or 
corporation would have as much as 51 percent ? 

Mr. Tomson. I don’t understand that that is either the law or 
practice. 

Mr. Parman. It would be a good one, wouldn’t it ? 

Mr. THomson. I don’t agree with you. 

Mr. Parman. So as to assure local people 

Mr. THomson. I don’t believe it is desirable, advisable, or possible. 

Mr. Parman. Well, that is my understanding, that that is true. I 
have heard complaints about it, and I have always defended the Comp- 
troller of the Currency. I said that that is the right thing to do. A 
bank charter means having local people right there, not to buy outside 
paper somewhere, from an outside holding company, but to have local 
veople, and I think the Comptroller of the Currency is right in requir- 
ing that 51 percent, and in denying one person who holds 51 percent a 
charter. 

Mr. Tuomson. I wonder if there isn’t some confusion. My under- 
standing is that the supervisory authorities give preference to local 
people starting a bank over an outside interest like our own. I don’t 
think it isa matter of law or a question of percentage, but a question of 
policy, that they would give preference in every case to a local group of 
citizens over somebody from outside. 

Mr. Parman. I am not sure about it. You could be right. I don’t 
know. I thought it was a rather commendable attitude in the Comp- 
troller of the Currency in giving preference to local people, because a 
bank charter carries with it great privileges and power, as you know, 
to manufacture money, $6 to every $1 they have, tremendous advan- 
\uges over competitors and everybody else, and I think the Comptroller 
of the Currency would be doing a good thing if he prohibited anybody 
from getting a charter who expected to own as much as 51 percent. 

Mr. Mvuurer. Will you yield? 

Mr. Parman. I yield. 

59571—55——81 
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Mr. Mutter. Do you mean that the practice is by the Comptroller 
of the Currency where, at the same time, there are two different groups 
applying for a bank charter in the same community, that the Comp- 
troller would give preference to those people coming from the com- 
munity as against people coming from outside the community ? 

Mr. Tuomson. That is my experience with the Comptroller and 
every other bank supervisory authority. 

Mr. Mutter. Do you know of any instances within the last 5 years 
where there was such competition for a bank in a particular com- 
munity, by a group of local people as against a group of outsiders? 

Mr. Tuomson. I think that that—I am sure it is true, but if I was— 
I would rather you got that information from the Comptroller be- 
cause I would have to go back to him. But I am sure it has been true. 

Mr. Murer. How about in your own experience? Have you had 
that kind of competition ? 

Mr. Tuomson. I am sure that the Comptroller of the Currency 
told me that that is the philosophy of his office. 

Mr. Mutter. I am trying to get specifics, if we can, in the experience 
you have had in organizing new banks for your holding company. 
Did you have that kind of competition with local groups in any in- 
stance, and, if so, in how many ? 

Mr. TxHomson. I don’t remember, Congressman Multer, whether 
there have been any cases where we have actually been in conflict or 
not, and where there has been a decision against us, but I know that I 
wouldn’t recommend that we set out to make an application for a bank, 
or to induce other people to cooperate with us, without realizing that 
the Comptroller was going to say that if somebody else locally wanted 
tostart a bank there, they would get the preference. 

That I know from my own conversation, but I don’t recall specific 
instances. 

The Cuatrman. Dr. Talle. 

Mr. Tate. No questions. 

The Cuarrman. Mr. Kilburn? 

Mr. Kitsurn. No questions. 

The Cuarrman. Mr. O'Hara? 

Mr. O'Hara. No questions, Mr. Chairman. 

The Cuairman. Mr. McDonough? 

Mr. McDonoveu. No questions. 

The CuarrMan. Mrs. Griffiths ? 

Mrs. Grurrirus. When was Northwest Bancorporation organized ¢ 

Mr. THomson. January 1929. 

Mrs. Grirrirus. Were you one of the organizers ¢ 

Mr. THomson. I was not. 

Mrs. Grirrirus. Do you know who the organizers were / 

Mr. THomson. Yes. 

Mrs. Grirrirus. When did you enter the picture? 

Mr. Tuomson. It was organized in January 1929 and I came into 
the picture about June 1, 1929. 

Mrs. Grirrirus. Did you buy into it ? 

Mr. Tuomson. Oh, no. Well, I owned stock before I was an officer 
of the corporation. 

Mrs. Grirrirus. What was your official position in June 1929? 

Mr. Tuomson. I went in as vice president and general manager, and 
was made president in 1933, and have been president since. 
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Mrs. Grirrirus. As an employee, though, but not as a stockholder ? 
Mr. Tuomson. I was a stockholder before I went in as an officer. 
Mrs. Grirrirus. How much stock did you own 4 

Mr. Tuomson. I have never owned less than 2,000 shares, I recall, 
back in those early days, and I still own over 2,000 shares, and my 
family owns more. 

Mrs. GrirFirHs. How many people organized the Bancorporation / 

Mr. Tuomson. The Bancorporation was formed through a coopera- 
tive enterprise. It started with four banks that said “We are going 
to join in forming this operation, for our mutual interest,” and those 
four banks joined at the start, by exchanging their stock for stock in 
Northwest Bancorporation. That is, most of the stockholders did. All 
stockholders were given the same rights and most of them did_aecept. 

Northwestern National Bank of Minneapolis, Minnesota Loan and 
Trust Co., the First National Bank of Mason City, and First National 
Bank of Fargo. Then the National Bank of LaCrosse went in, and 
there were others followed. But it was started as a joint enterprise 
of those banks. 

Mrs. Grirrirus. So that there wasn’t any money in it at all when 
it started ? 

Mr. Tromson. There wasn’t any money until a few moprtiis after 
it started when they went out and raised capital funds in the open 
market. 

Mrs. Grirriris. How much stock did they sell ? 

Mr. Tuomson. In 1929, in three amounts, I think in 1929 we raised 
a total of approximately $20 million of cash in that 1 year. In the 
market. 

But as to the exact amounts of each issue, I don’t recall now. 

Mrs. Grirrirus. What did you have in the Bancorporation that 
guaranteed the stockholders of ever getting a return on their money? 

Mr. THomson. You had the successful experience of the banks that 
went into it. And that has been true all the way through. 

The greater portion of the assets in the Bancorporation are repre- 
sented by banks that are the oldest and the leading banks in that area. 

Mrs. Grurrirus. How many shares of stock were outstanding in 
1929? 

Mr. Tomson. There hasn’t been much change in the common stock 
outstanding since 1929. 

Mrs. GrirrirHs. What was the value of the stock when you sold it? 
What did you sell it for, per share ? 

Mr. Tromson. It sold inthe market, I believe—I don’t—I would say 
from $50 to $60 a share, in that range. I know the first issue was $50; 
as I recall the last one was in the sixties. 

Mrs. Grirrirus. Did there ever come a time when you reevaluated 
the stock of this corporation ? 

Mr. THomson. We recapitalized the corporation twice during the 
depression years. 

Mrs. Grirrirus. What was the price of the stock then ? 

Mr. Tuomson. We reduced the book value. It was originally $50 
var, we changed it to no par and later to $10 par, and it is still at 
S10 par. 

Mrs. Crirrirus. Let us back up. Did these people actually pay $59 
a share for the stock, that you issued ? . 
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Mr. THomson. You mean issued for cash ¢ 

Mrs. Grirrirus. Yes. 

Mr. THomson. They paid $50 or more. 

Mrs. Grirrirus. They paid that or more? 

Mr. THomson. Yes. 

Mrs. Grirrirus. And you sold $20 million worth ? 

Mr. Tuomson. That is the aggregate amount we realized, yes. 

Mrs. Grirrirus. And then after the $20 million was in the till how 
much later did you reevaluate the stock ? 

Mr. THomson. That was in 1932 and 1933. 

Mrs. Grirrirus. Three years later you reevaluated the stock? 

Mr. Tomson. Yes. 

Mrs. Grirrirus. And you brought it down to $5? 

Mr. Tuomson. No, I said we reduced the par value. That doesn’t 
change the assets necessarily. 

Mrs. Grirrirus. The people who owned the stock, what could they 
then sell the stock for ¢ 

Mr. THomson. The high price of Northwest Bancorporation stock, 
as I recall, in 1929—don’t pin me down to this exactly—was in the 
nineties, and at that time bank stocks were selling on a 2 percent yield 
basis, most bank stocks were. I think the low point in the midst of 
the depression was $3 a share. The present price is $66 a share. 

Mrs. Grirrirus. Did any of your banks ever go broke? 

Mr. THomson. Not a one of them, and every one of them paid the 
depositors on demand all the time. 

Mrs. ‘irirrirus. What happened to the $20 million ? 

Mr. ‘THomson. I should go one step further. Well, the statement 
indicates—well, it is almost impossible to identify cash, because in 
the holding company you realize cash from dividends, and you may 
not pay out all that in dividends. So what you would have to do would 
be to say $20 million, then how much more did you realize from divi- 
dends received in excess of dividends paid, and how much did you put 
into banks. 

What I said in my statement was that irrespective of the banks we 
started we did put in $19 million in the banks that we owned at the 
time, over a period of years. That is almost equivalent of the $20 
million original capital. 

The point I didn’t make clear to you was, and I just slipped there, 
was that 3 years ago we issued preferred stock of about $5 million, 
and if you take that, that means $25 million total, we have got about 
$9 million cash now, we put in $19 million over the years, actually 
into the banks, so obviously we must have used some funds from the 
dividend money in excess of dividends paid out to go into the banks. 

Do you follow that arithmetic ? 

Mrs. Grirrirus. This is the point I want to make clear to myself. 
In January of 1929 how many people were there in the Bancorporation 
before you issued any stock at all, and actually how many people 
were involved ? 

Mr. THomson. Do you mean that on actual officers and employees? 

Mrs. Grirritus. Yes. 

Mr. THomson. I suppose it may have started out with ten people, 
or something like that. 

Mrs. Grirrirus. And not a dime of money ? 
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Mr. Tuomson. Well, but the point I am making is that these stock- 
holders of these banks, who owned the stock in those banks, which 


represented value, exchanged their stock for stock of the Bancorpora- 
tion. 


Mrs. Grirrirus. But no cash ? 


Mr. Tuomson. No cash, right at the start, but shortly after we raised 
the money in the market. 


Mrs. Grirrirus. Then you sold $20 million worth of stock to the 
American public? 

Mr. Tuomson. That is right. 

Mrs. Grirrirus. Then you reduced their $20 million worth to, if it 
were better than $50 a share, down to $3 a share low ? 

Mr. Tuomson. No, we didn’t reduce. 

Mrs. Grirrirus. Well, that was reduced. The $20 million was gone. 
Whatever they paid for it was gone. Who got the $20 million ? 

Mr. THomson. Now, wait aminute. Let us start 

Mrs. Grirrirus. What happened to it ? 

Mr. Tuomson. Let me follow through with this illustration. Maybe 
you better get a pencil. 

Mrs. Grirrirus. I have one. 

Mr. Tomson. I said the total amount of stock that we had issued, 
which we sold to the public, was $25 million. I said that in banks 
that we owned, irrespective of when the banks were started, we put 
in $19 million. I said we have $9 million in the treasury today. The 
$19 plus the $9 is $28 million; wé only sold $25 million to the public, 
and that accounts for more than that. 

Mrs. Grirritus. Well, you say your banks. But you didn’t say the 
public. You said your banks, but you didn’t say the public. 

Mr. 'THomson. We certainly did because the stockholders in that 
corporation can go out and sell their stock today in the open market. 

Mrs. Grirrirus. They couldn’t have done it in 1932. 

Mr. Tuomson. There is a lot of things you could not have readily 
sold stock in in 1933, but that didn’t represent an estimate of the 
value of it. 

Mrs. Grirrirus. In the case of some of these individual bankers, 
though, the bank would have been broke ? 

Mr. Tuomson. If the corporation had not been organized, and those 
people held stocks in their own banks, and they went broke, they would 
have nothing. Whereas if they took Bancorporation stock and held 
it they have got a valuable asset. 

Mrs. Grirrirus. If I had been been one of those gentlemen who 
had bought that $50 stock I would have been able to have told that I 
was broke, too. You may not have broke the banks but you broke the 
people who bought the stock. 

Mr. Tromson. I disagree with you. The very fact that as of this 
day over 70 percent of the stockholders live in that territory is an indi- 
‘ation that the people who went into this thing to a large extent still 
own it and their stock is more valuable today than it was when they 
went into it. 

Mrs. GrirrirHs. But not the people to whom the $20 million worth 
of stock was sold ? 

Mr. THomson. Oh, yes, the stock is worth more in the open market 
today than they paid for it. 
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Mrs. Grirrirus. Who bought it at the $3 low? 

Mr. Tuomson. I don’t know. There wasn’t very much traded at 
that price, in those days. 

Mrs. Grirrirus. I would like to ask you another question, Mr. 
Thomson. Silvia Porter, who is a financial writer, has stated in an 
article that has not appeared in the Washington papers, I believe, in 
the last few weeks, that at the present time there are more than two 
little banks being taken in by large banks throughout this country 
each week. That in 1930 we had 22,700 banks serving less than 123 
million people, and that today we have 14,000 banks serving more 
than 164 million people. 

Is that right or not, or do you know ? 

Mr. THomson. I don’t think the inference of that statement is right, 
and I don’t believe, insofar as my position is concerned, that there are 
two little banks being taken over weekly by larger banks. 

Mrs. Grirrirus. She says further that in a gigantic merger wave 
which has been sweeping over American industry and commerce in 
the past 24 months the merger wave in banking is the most gigantic of 
them all. 

Would you agree or not ? 

Mr. Tuomson. I do not. Let me take one figure from your own 
record. The Comptroller of the Currency in these hearings said that 
he passed on 545 applications for branches last year. Now, you can 
take the number of banks, the number of banks hasn’t gone down sufli- 
ciently, thinking out loud, without checking figures, to support what 
that article claims. If the Comptroller of the Currency says he only 
considered 545 applications for new branches for national banks, and 
it doesn’t say how many of those he approved, then obviously there 
isn’t any such condition going on as the article seems to infer. 

Mr. Moutrer. Will you yield, Mrs. Griffiths? 

Mrs. Grirrirus. Yes. 

Mr. Murer. Let us not confuse the issue. The granting of new 
branches of banks has nothing to do with mergers. The merged or con- 
solidated bank may be in there applying for the branches just as well 
as another bank. The two things are independent of each other. You 
know that to be a fact, do you not, sir? 

Mr. Tromson. Yes; I do. 

Mr. Muurer. Thank you, Mrs. Griffiths. 

Mrs. Grirrirus. Further, she says that in California, according to 
a San Francisco banker, “There isn‘t an independent bank which 
hasn’t had a merger offer from a large bank in recent months.” 

Mr. Tuomson. I don’t believe that is true. 

Mrs. GrirrirHs. You subscribe to the theory that the small banks 
are selling out to the large banks? 

Mr. THomson. No; I do not, as far as our territory is concerned. 

Mrs. GrirFirus. You think they are not? 

Mr. Tuomson. We haven’t added to our list of banks 10 in the last 
10 years, and we are one of the large bank holding companies. 

I think that is correct, Mrs. Griffiths. We haven’t added 10 to our 
banks in the last 10 years. So obviously in our territory, with us 
being the largest financial institution, you can’t say that the small 
banks are selling out to the big ones. 

Mr. McDonovucu. Will you yield? 
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Mrs. Guirriras. Certainly. 
Mr. McDonovexu. Will you yield ¢ 
Mrs. Grirrirns. Certainly. 

Mr. McDonovceu. Mr. Thomson, in addition to the number of banks 
that you operate in this whole area, how many independent banks are 
there? 

Mr. Tuomson. Well, Minnesota has, as I recall it, over 600, and we 
have 41 in Minnesota. In Wisconsin we have 1, and Wisconsin must 
have four or five hundred. I think Iowa has 800, and we have 4. 

North Dakota has over a hundred and we have 9. South Dakota 
has somewhere near a hundred, and we have four. In Nebraska they 
have a hundred and we have five. In Montana they have more than 
a hundred and we have seven. 

Mr. McDonoveu. Then the number of independent banks is very 
much greater than yours? 

Mr. THomson. Yes. 

Mr. McDonoveu. And the total capitalization of those independent 
banks compared to yours is much greater ? 

Mr. Tuomson. Surely. 

Mr. McDonovueu. Is there any other holding company operating in 
this area ? 

Mr. THomson. Yes; we have strong competition. The First Bank 
Stock Corp., they own more banks than we do. 

Mr. McDonoven. Not in this area ? 

Mr. Tuomson. In the same area. 

Mr. McDonoveu. In the same area ? 

Mr. Tuomson. Yes. The Marquette Bancorporation, the Bank 
Shares Corp. of Minneapolis, the Brenton Co. in Iowa, the Wiscon- 
sin Bankshares in Wisconsin, and then you had, up until the last 
year or two, the Bremer Banks, which are not now listed, but which 
were in 1953. So we have good stiff competition. 

Mr. McDonoucu. One last question, then: Taking the total num- 
ber of banks owned by bank holding companies in the area in which 
you operate as against the number of independent banks, which is the 
greater ¢ 

Mr. THomson. We are still in the very small minority, taking the 
aggregate put together. 

Mr. McDonoven. Isit2tolor3tol? 

Mr. Tomson. It is more than that. 

Let me see, it must be 10 to 1. 

Mr. McDonoven. Thank you. 

Mrs. Grirrirus. That is all, Mr. Chairman. 

The Cuarrman. Mr. Hiestand. 

Mr. Hiestanp. No questions. 

The Cuarrman. Mr. Nicholson. 

Mr. Nicnoison. No questions. 

The Cuarrman. I want to ask a question or two. 

Mr. Thomson, why do you think the provision was inserted in the 
national banking law that not less than five natural persons should 
associate to form a bank? Why did they use “natural” persons in that 
section of the statute ? 

Mr. Tuomson. I have never studied that. That was passed in 1863. 
I have never looked into that question. I frankly don’t know. 
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The Cuatrman. Well, if a bank is organized by five natural persons, 
or a greater number, for the purpose of being taken over immediately 
by a corporation, wouldn’t that be at least an evasion of the spirit of 
that act ? 

Mr. Tomson. I guess I haven’t made my point clear. We would 
never, as a matter of policy, and we never have, gone ahead with the 
organization of a bank by individuals which we were to take over. 
In every case where we have been interested in the organization of a 
bank we have stated right in the application that, in addition to these 
local people who want this bank, that the Northwest Bancorporation 
is going to put in so much of the capital. So the authorities in deter- 
mining whether to grant the charter would know if they wanted us 
to be the majority stockholder at the start. 

The CuHatrman. Wouldn’t the Northwest Bancorporation be the 
organizer? Is there any prohibition against the corporation sub- 
scribing to the stock ? 

Mr. THomson. They could subscribe; yes. 

The Cnarrman. Isn't it a fact that a bank affects the public interest ? 

Mr. THomson. By all means. 

The Cuarrman. And that you probably will have that stressed 
more because it is organized by natural people? 

Mr. THomson. Let me make this point clear, Mr. Chairman. I am 
sure that your committee members don’t realize some of the personal 
factors you have to consider. 

Now, we own the largest bank in North Dakota, a large bank in 
South Dakota. These directors. who are directors of those banks, 
have to comply with all the laws that any other directors do in any 
other banks. We have 700 directors in all our affiliated banks. Those 
men are the leading citizens in that territory. The supervisory au- 
thorities tell us that they marvel that we are able to get such a fine 
quality of directors. They have to obey the same laws. 

Let us take this specific thing: We say we can exercise the stock- 
holder rights. If we were to say in advance of the annual meeting, 
to the directors of the First National Bank of Fargo, N. Dak., that we 
are going to exercise our right and vote you out, and a new board of 
directors in, we wouldn’t have a bank the day after we did it because 
we are absolutely dependent on the good will of that community, 
which ties to, not the Bancorporation alone, but to those local directors 
and those local officers. 

The Cuatrman. How do you control your banks? Is it by the stock 
you own or have you other means of control ? 

Mr. Tomson. Oh, no, we do not control the operations of our 
banks. 

The Cuatrman. Are any of your directors directors of the banks? 

Mr. THomson. I am a director of the Northwest National Bank. 
I think I was before our holding company started. We have a di- 
rector from Des Moines who was a director of the Des Moines Bank 
before we took it over. There are no directors of the holding company 
on banks except where they were directors of banks in their com- 
munities. 

The CoatrrmMan. You control those directors. You can remove them 
if you want to? 

Mr. Tuomson. The point I made is this: We could, but as a practical 
thing we wouldn’t have a bank. 
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The Cuatrman. In the National Bank Act, there is express pro- 
hibition against a bank buying stock for its own account. Do you 
think a- holding company should be permitted, when it is organized 
for the purpose of controlling banks, should be authorized to buy 
stock ¢ 

Mr. Tuomson. Well, you wouldn’t have any bank holding companies 
otherwise. 

The Cratrman. In nonbanking interests, when the bank itself can- 
not do it? 

Mr. TuHomson. That gets to this question we were talking about 
before. As I read the testimony, the supervisory authorities have said 
they should be able to buy certain kinds of stock. They should not 
be able to buy certain other kinds of stock. And one of the reasons 
I said that question ought to be considered further is I think you 
ought to come to a closer decision on that question. 

The Cramman. As I read it it is a clear and indubitable statement 
that they cannot purchase stock. Certain stocks are highly specu- 
lative, and they wouldn’t be a proper investment for bankers, using 
other people’s money. That inhibition is there. 

Now, when the holding company is organized, notwithstanding it 
is organized for the purpose of operating banks and controlling banks, 
and does control and operate banks, there is no inhibition against it 
purchasing stock, not only in banks but in other unrelated businesses. 
Do you think that they could subvert the very purpose of that by 
giving the holding company the power to do that, which the banks 
do not have? 

Mr. Tuomson. I have said to you that as far as the Northwest 
Bancorporation is concerned we have adopted as a matter of policy 
that we should not be having investments in unrelated business. 

The Cuarrman. Why was that put in the Act? That is in the gen- 
eral law. 

Mr. Tomson. That is as far as we are concerned. There is nothing 
inthe law. It is a matter of policy decision with us. 

Now, other people feel differently about that, and they are very 
respectable people, too. 

Mr. Kirpurn. Would you yield, Mr. Chairman? 

I don’t think you understand each other; if you will allow me to 
say so. I think you are talking about a bank and he is talking about 
a bank holding company and, of course, they are two different things. 

The Cuarrman. I am talking about the bank, but I am saying you 
give the holding company a power which is denied to the bank, specifi- 
cally, by statute. By the subterfuge of a holding company, an organi- 
zation can go into a business from which a bank is expressly prevented 
from going into. That is subverting the law. That is my idea. 

Mr. McDonovucu. Will you yield to me for a question, Mr. Chair- 
man ? 

The Cuairman. I yield. 

Mr. McDonoven. Under the National Bank Act, the bank is not 
permitted to buy speculative stock in industry? 

Mr. Tomson. That is correct. 

Mr. McDonovueu. And under the holding corporation’s operation 
they don’t use any of the capital stock of any of the banks that they 
own for investment in nonrelated industries, either; do they? 

Mr. THomson. That is correct. 
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Mr. McDonoucu. They do invest some of the profits from the oper- 
ations of the banks that they own in nonrelated industry ? 

Mr. THomson. It would have to be either profits accumulated or 
money realized from outside capital, in part. ; 

Mr. McDonoven. But none of the capital stock of the banks that 
they own? 

Mr. Tomson. That is correct. 

Mr. McDonoven. So, therefore, the question that Mr. Spence is 
asking is not related to the capital stock of the banks that you own, 
and you don’t use any capital stock of the holding corporation for 
investment in unrelated businesses ? 

Mr. THomson. That is right. That is one of your basic questions 
here, which is confusing, namely, the confusion between a bank and a 
bank holding company. Banks cannot now buy stock in an insurance 
company. The question is whether a bank holding company, not 
being a bank, should be allowed to have investments different from 
what a bank has. 

My point in this statement is that you cannot judge a bank holding 
company by the same laws that are applicable to a bank, because in 
the bank you are dealing with depositors’ money to a large extent, in 
relation to capital, while in the holding company you are dealing with 
stockholders’ money, and it may be that to some extent you should 
apply different tests. 

That is the question before your committee. 

The Cratrman. Isn’t this true, the powers of the bank are very 
specifically limited, under the National Bank Act ? 

Mr. Tuomson. That is right. 

The Carman. They cannot buy stock for their own account? 

Mr. Tomson. That is right. 

The Cuamman. And that is said in plain and unambiguous terms. 

Now, then, the bank holding company is organized, and it is organ- 
ized under the laws of Delaware, which are just as broad as can be. 
Anything they want they write into their charter. They can buy this 
unrelated business, and my opinion is that the relation of the bank 
that is controlled by the holding company to the business owned by 
the holding company is just about the same as if it was purchased by 
the bank and owned by the bank. 

Mr. Tuomson. I cannot agree with you. 

The Cnarrman. For all practical purposes. 

Mr. Tomson. I can’t agree with that, Congressman; I am sorry. 

The Cuarrman. Well, if they need help they can get it from the 
holding company. 

Mr. THomson. Oh, sure. 

The Cuarrman. The holding company would see that they get it; 
won't they ? 

Mr. THomson. No; the holding company couldn't take the money 
out of the bank. 

The Cuatrman. The holding company doesn’t lend to them. But 
the holding company owns the bank and the banks lend to them. 

Mr. THomson. But you can’t withdraw the money from the banks 
without approval of the supervisory authorities. 


The Cuarrman. Isn’t that an unhealthy relationship? It seems to 
me it is. 
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Do you mean to say that the holding company, if it owned a private 
enterprise, unconnected with banking, and then controlled some 
banks, and the private enterprise unconnected with banking got into 
financial trouble and needed help, that the holding company wouldn't 
use its influence to get that help from the banks / 

Mr. THomson. As a matter of practice, I know of no case like that. 

The Cratrman. Wouldn’t that be a very natural result / 

Mr. Tuomson. I have said, and others have said, that the extent 
to which this committee finds it necessary to put prohibitions against 
lending by the holding company to an affiliated institution, we recog- 
nize that is something you may want to consider and decide. 

But as to the language you use, of taking the money out of the 
banks—the only way they could get money out of banks is from divi- 
dends. ‘The directors control the dividends, not the holding company. 
The supervisory authority insists they don’t pay out more than they 
should. So that practically—it is impossible, in the sense you use it, 
to take the money out of the banks and put it into, say, a manufactur- 
ing corporation that the holding company happens to own, excepting 
as they accumulate dividends, which really belong to the stockholders 
of the holding company, and are not the bank’s money at that point. 

The CuarrMan. Well, that would seem to me to be the case. 

- Mr. McDonouenu. Transamerica testified they will not do that. 

The CuHamman. That is all right. That has been the whole argu- 
ment against this bill, that “We don’t do it,” and therefore “We ought 
not to be regulated.” 

I am saying these things might happen. I can see that you have a 
good holding company. You don’t do it. But that is no argument 
against regulating a holding company that might not do so well. I 
van see that that would be a very natural inclination, for a holding com- 
pany that owned these things to use its influence on the bank to get the 
help it needed, and I think it would, ordinarily. 

Mr. Kitsurn. Mr. Chairman, would you yield ? 

The Cuarrman. I yield. 

Mr. Kinsurn. Why don’t we write it into the bill, that they cannot 
do it? 

The Cuarrman. Well, I think we might consider that. I do not 
want to cause any more pain than we have to. I want the bill to be a 
reasonable bill. But I am in favor of trying to protect the good and 
trying to see that those who are not good are controlled. 

I have no criticism to make of the gentleman who is testifying. 
That isn’t meant as any accusation against your company. But I think 
these things might happen. 

Mr. Mutrer. Mr. Chairman. 

The CHarrman. Mr. Multer. 

Mr. Mutter. Mr. Thomson, I don’t think you intended to say “yes” 
to a question Mr. McDonough asked you as to the use of bank stock by 
the holding companies. The holding company owns the stock of the 
bank, while its own stock is owned by individuals or by someone other 
than the holding company. What the bank uses is the proceeds of the 
sale of the bank stock as its capital and surplus and undivided profits; 
isn’t that so? 

Mr. Tuomson. I don’t think I follow you. 

Mr. McDonoven. I didn’t say the stock. 
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Mr. Muurer. Well, let us get the record straight as to what is ac- 
tually done here. 

Mr. McDonovueu. Let us get the record straight as to what you heard 
from my question. 

Mr. Mutrer. Let me get through and if I don’t state it correctly, you 
correct me. 

Let’s get on the record the facts with reference to stocks of banks and 
stocks of holding companies, and what is used and what is not used. 

The bank sells its stock. It then uses, in its banking operations, the 
proceeds received from the stock. Is that right? 

Mr. Tuomson. That is right. 

Mr. Mutter. The stock held by the stockholders then represents that 
much of a liability by the bank to them ? 

Mr. THuomson. That is right. 

Mr. Muurer. And the cash received or property received in ex- 
change for the stock is part of the assets of the bank which the bank 
uses for its operations? 

Mr. Tuomson. That is right. 

Mr. Murer. Now when a holding company comes in, it first has 
stockholders of its own ¢ 

Mr. ‘Tomson. Yes, sir. 

Mr. Mutrer. Who either give stock or property or money to the 
holding company in exchange for the holding company’s stock; is 
that right? 

Mr. Tromson. That is right. 

Mr. Murer. Now when the holding company then acquires the 
stock of a bank, the stock of the bank which the holding company owns 
is an asset of the holding company ? 

Mr. THomson. That is right. 

Mr. Murer. And used by the holding company as part of its assets ? 

Mr. Tuomson. That is right. 

Mr. Murer. And as a matter of fact, you find it convenient and de- 
sirable to issue a consolidated financial statement of the holding com- 
pany and all of its affiliated banks and companies; isn’t that so? 

Mr. Tomson. That is correct. 

Mr. Mutrer. And there you list, in toto, the cash of the holding 
company and its affiliates, banks and companies, as part of its assets ? 

Mr. THomson. We list the holding-company cash, and the carrying 
value of the other assets. 

Mr. Moutrer. Well no matter whether you list as value or cost, or 
whatever, it is all listed as part of your assets ? 

Mr. Tuomson. That is true. 

Mr. Murer. And in connection with your operations, if it becomes 
necessary for you to borrow any money, the holding company uses all 
of its assets, at least to the extent of setting it up in its financial state 
ment, as the basis on which it borrows; is that right ? 

Mr. THomson. Well it would be a general obligation of the holding 
company, and the loan would have to be paid out of earnings or out 
of use of assets, yes, that is correct. 

Mr. Muurer. And when the time comes to meet its obligations if it 
doesn’t have enough cash and can’t borrow against its assets, it must 
sell assets ? 

Mr. THomson. That is correct. But of course, Congressman, there 
is a protection in there, you see. If the banks are well run, and the 
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supervisory authority is charged with that responsibility, the holding 
company wouldn’t have that responsibility on their necks, and the 
banks can only pay dividends out of actual net earnings, so that you 
can’t accumulate too much money in the holding company, and if the 
holding company ever got to the point where it was embarrassed be- 
cause of the banks, why, the whole institution would be in trouble, 
and it just could not work out the way you speak of it because of the 
checks there are along the road. 

Mr. Mutter. There are no checks against the holding company 
using its net earnings other than paying it out as dividends, except 
what is required for the preferred stock, assuming there is preferred 
stock. Net earnings don’t have to be paid out on the common stock. 
You could hold them and reinvest them. 

Mr. Tuomson. That is right. 

Mr. Murer. You might reinvest in other bank stocks. 

Mr. Tomson. Probably would. 

Mr. Mvutrer. And you might invest in stocks of other companies. 

Mr. Tomson. Under the law you could today. 

Mr. Murer. Yes. What other companies besides banks does North- 
west Bancorporation own or control ? 

Mr. Tuomson. We own the Northwestern Mortgage Co. We own 
the Union Investment Co., which is a liquidating company. We own 
one insurance agency. The total value is $300,000. So it isa negligible 
factor with us. 

Mr. Mutter. Is that an underwriting agency ? 

Mr. Tuomson. No. 

Mr. Murer. What insurance business does it do? Brokerage? 

Mr. Tuomson. I think that company actually owns an insurance 
agency or agencies which they have owned for a long time, and repre- 
sents the investment of $25,000 or something like that. It is repre- 
sented by 1 or 2 agencies in Minneapolis that have been in existence 
for probably 50 years. 

Mr. Moutrer. What I would like to know is 

Mr. THomson. It is not an underwriting company. 

Mr. Muurer. Does it do a brokerage business or does it act as an 
agent for insurance companies and write policies ? 

Mr. Tomson. It isan ordinary insuring agency. 

Mr. Murer. You are not answering my question. I don’t know 
what you mean by that. Does it do an insurance brokerage business ? 
Or does it write policies as an agent for an insurance company ? 

Mr. Tomson. It writes policies as an agent for insurance com- 
panies. 

Mr. Muu rer. It writes the policies ? 

Mr. Tromson. Yes. 

Mr. Mutter. In other words, it is an agency authorized to issue 
policies on behalf of its principals, the insurance companies? 

Mr. THomson. Yes. 

Mr. Nicuorson. Will you yield ? 

Mr. Murer. Yes. 

Mr. Nicnotson. I was following you pretty good. 
understand the thing you are trying to get at. 

Mr. Mutrer. I am trying to find out precisely what these companies 
do that this holding company owns. 
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Mr. Nicnoison. He says they invest their money and spend their 
own money. The banks spend the stockholders’ money. And both 


e 


of them are responsible and both of them have audits and so forth 
and so on. 


So that the bank cannot go into those transactions but he can be- 
cause it is his own money. 

Mr. Tuomson. That is right. 

Mr. Mvutrer. That is the point we are trying to get at, Mr. Nichol- 
son, and that is, the audits that he talks about are the audits not by 
the supervising agency of the holding company. The banks must be 
supervised and audited by banking authorities, either State or Federal. 

Mr. Nicnoison. They follow the law, yes. 

Mr. Mutter. His holding company is not subject to those audits. 
Am I right, sir? 

Mr. THomson. Youare wrong; absolutely wrong. 

Mr. Murer. To what extent ‘ 

Mr. ‘THomson. The Comptroller of the Currency has the right to 
examine the affiliates of a national bank. The Federal Reserve 
Board 

Mr. Mutter. Let’s not change the subject. I am not talking about 
affiliates. Iam talking about the holding company. 

Mr. Tromson. All right. And the holding company is an affiliate 
of a national bank, so the Comptroller of the Currency has the right 
to examine the Northwest Bancorporation, and the Federal Reserve 
Board is specifically charged with the responsibility of examining 
the corporation. The Federal Reserve Board and the Comptroller 
of the Currency have made joint examinations of the Bancorporation, 
the same as they do of the banks. 

Mr. Moutrer. And after having made their examinations, what 
supervisory authority does the Federal Reserve Board have over your 
holding company ? 

Mr. Tuomson. Well, they have the provisions of the voting permit, 
which are pretty strict. 

Mr. Mutter. What else besides the voting permit ? 

Mr. Txuomson. If you don’t comply with the provisions of the 
voting permit, then there are some pretty severe penalties. I would 
have to look up the law. 

Mr. Motrer. Dealing with voting permits? 

Mr. TrHomson. Yes, sir. 

Mr. Mutter. What other supervisory power besides voting permits 
does the Federal Reserve Board have over bank holding companies / 

Mr. THomson. There are some other penalties besides that. 

Mr. Mutrer. Are you talking about penalties if they violate the 
restrictions or limitations put upon the use of the voting permit? 

Mr. Tomson. Yes. 

Mr. Mutter. I would like to know whether, under any other super- 
visory power, the Federal Reserve Board has power over a holding 
company, other than that connected with voting permits. 

Mr. Tomson. Could I refresh my memory on that ? 

Mr. Mourer. Surely. 

Mr. THomson. May I ask Mr. Langer, my counsel ? 

Mr. Moutrer. He may assist you. 
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Mr. Tuomson. I think if they find a violation, that under certain 
conditions they can affect the deposits by governmental agencies in 
our affiliated banks. Am I correct in that ? 

Mr. Lancer. I think that is correct. 

Mr. Murer. Any other supervisory power ? 

Mr. Langer. I think—I would like to take a look at the statute 
if you will excuse me for a moment. 

Mr. Muurer. Surely. 

Mr. Tuomson. If it isn’t immediately important, may I write you 
a letter on that ? 

Mr. Mutrer. Yes, you may. 

Mr. McDonoven. Will you yield? 

Mr. Mutrer. Yes. 

Mr. McDonoven. As I understand your questioning, when you 
started, you wanted to arrive at the question of whether the holding 
corporation can use the capital stock of the banks they own for the 
investment in nonbanking interests that they may own. 

Mr. Murer. That wasn’t the point of my question. The witness 
misunderstood your question or I misunderstood it. It seemed to me 
as though you had the witness tell you that they cannot use the bank 
stock—— 

Mr. McDoneven. That they do not use it 4 

Mr. Murer. That they do not use the bank stock. 

Mr. McDonovcu. For sustaining any failure on the part of any 
manufacturing industry that they may own and that is of a nonbank- 
ing character. 

Mr. Mutrer. That is your contention, sir. 

Mr. McDonovue"'. Manufacturing or otherwise; anything that is 
of a nonbanking nature. 

Mr. Murer. Anything a bank holding company does is backed up 
by all of its assets, so it means all the bank stock it owns. 

Mr. McDonoven. But the holding corporation does not use any 
capital stock of the banks they own to sustain any nonbanking interests. 

Mr. Mutter. They use it to sustain every operation they engage in. 
It is part of their assets. 

Mr. McDonoven. The witness testified he knew of no incident 
where that sort of practice had been carried out. Trans-America said 
that it was a rule with them not to use the capital stock of any of the 
banking interes‘s to sustain any nonbanking interests that may fail, 
and I asked the clerk of the committee to get for the committee the 
law insofar as any of the States are concerned, or if there is any Federal 
law, which says that a holding corporation can use the capital stock 
of any of its affiliate banks for sustaining any financial weakness in 
any nonbanking interest. 

Mr. Muurer. Mr. McDonough, I checked 

Mr. McDonoven. There is no law on it, no Federal law. No one up 
to now has said there is any State law. 

Mr. Mutrer. I challenge anybody. 

Mr. McDonoven. But it is a practice, insofar as Bank of America 
is concerned. Mr. Thomson has testified that his corporation doesn’t 
do it. 

Mr. Motrer. I don’t think we have been talking about the same 
thing. I challenge anybody, whether it be Trans-America or any 
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other holding company or anybody else, to come in and show where 
any holding company segregates its assets, as between bank stocks that 
it. owns and any other assets in any of its operations. 

Mr. McDonoveu. For what purpose ? 

Mr. Muvrer. For any purpose. 

Mr. McDonovucu. Do you mean to say you believe that Trans 
America and Northwest Bancorporation use the capital stock of a bank 
to sustain the financial weakness in a nonbanking interest ? 

Mr. Mvutrer. To the same extent that any other corporation uses its 
assets, every holding company, bank holding company, uses its bank 
stock for the same purpose. 

Mr. McDonovuen. Let us ask the witness that. What is your prac- 
tice, Mr. Thomson? What do you do? 

Mr. Tuoomson. May I see if I can clarify something? I think that 
what Mr. Multer means that if the corporation has to borrow money, 
that that money has to be paid, and that is what I said, out of earnings 
or cash available, or the sale of assets, and Mr. Multer, as I understand 
it, is saying that the corporation, if it owned a lot of unrelated business 
and they got into trouble, and it accumulated debts and couldn’t pay, 
would have to sell its assets. 

Now the point that I understood Mr. McDonough to make was this, 
that because a holding company owns the stock of a bank, they can’t 
take the capital out of the bank. 

Mr. Murer. Of course not. I am not talking about the capital out 
of the bank, except that to the extent they control the bank, owning 
its stock, the holding company can liquidate the bank any time it 
pleases. 

Mr. Tuomson. They could, that is correct. But there again, as a 
practical proposition, if owning a bank in a community, we were to 
liquidate it and deprive that community of banking facilities, then 
the general public would say, “Does Northwest Bancorporation mean 
what it says when it says it is rendering a banking service, or doesn’t 
it?” 

Mr. Murrer. You are now talking about the practical application 
of what you may or may not do. You may never decide to do it. The 
fact of the matter is that under the law and under your bylaws, any 
holding company can go in and liquidate any bank which it controls 
whenever it, the majority stockholder, pleases to do so. 

Mr. McDonoven. So could the owners of an independent bank. 

Mr. Mcuvrer. That isright. Inever said they couldn't. 

Mr. McDonoven. There is no argument there at all. 

Mr. Mctrer. May I get on to something else, please ? 

The Cuarrman. Will you yield? 

Mr. Mutter. I yield. 

The Cnatrman. Are the affairs of the bank holding companies sub- 
ject to examination by Federal and State authorities? 

Mr. THomson. We are regularly examined by the Federal Reserve 
Board and we have been examined jointly by the Federal Reserve 
Board and the Comptroller of the Currency. 

The Cuatrman. And the FDIC doesn’t examine them, because they 
are not in the banking business, isn’t that true ? 

Mr. THomson. No, the Federal Reserve Board, under the law, is 
charged with the responsibility of examining a holding company and 
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of getting reports from the holding company, and the Federal Reserve 
Board does regularly examine the Northwest Bancorporation. 

The Comptroller of the Currency has the right to examine us, and 
they have at times in the past. I am not sure - whether they have re- 
cently or not. But they have the right to do it. 

The FDIC has never been given the power to examine holding 
companies. 

The Cnamman. How often do they conduct examinations ? 

Mr. Tuomson. The Federal Reserve Board examines us every 2 
years. 

The Cuarrman. The banks are examined twice a year? 

Mr. THomson. That is correct. ; 

The CrairMan. The members of the Federal Reserve System are 
examined by the Federal Reserve banks / 

Mr. THomson. Yes. 

The CHarrMan. Does any state authority examine your company ? 

Mr. THomson. No, they do not. 

Mr. Murer. Mr. Thomson, I think you mentioned something about 
the definition of what a bank-holding company should or should not 
be permitted to loan and you mentioned something about small-loan 
companies. Did I understand you to say that you thought small-loan 
companies should come within the provisions of the law, that bank- 
holding companies should be permitted to own ? 

Mr. Tuomson. No, all I said was that reading testimony and reading 
the list of agencies that are other than banking assets of holding com- 
panies, that I believe Governor Robertson indicated that a small-loan 
company might be construed as related to banking and later a mort- 
gage servicing company. 

He said, sy might construe a mortgage service company related to 
banking.” 

He said other lending agencies might be considered as being related. 
Then there was discussion that an insurance company was not and my 
point is that question ought to be clarified and that there ought not be 
such wide discretion in the Federal Reserve Board. I think this com- 
mittee ought to take a position as to whether you ought to have non- 
banking assets or not, and you ought to take a position as to what 
constitutes a related type of agency, and make that distinction clear 
and not leave it so that it is purely within the discretion of the Federal 
Reserve Board, 

Mr. Mutter. I think I get your point. You believe there should 
not be wide discretion in the Federal Reserve Board to determine what 
is or is not a banking business, that we ought to define it in the statute 
as far as possible ? 

Mr. THomson. That is my position, yes, sir. And in answer to Mr. 
Spence—and I recognize your problem, Mr. Spence—my point is that 
your committee ought to settle that question, and if you have to leave 
some discretion, the discretion ought to be narrowed down. 

But don’t leave the question where it is entirely at the discretion of 
the Federal Reserve Board. I think you ought to go further, and I 
think you ought to define it more closely and I don’t think you ought 
to leave it to their broad discretion, because you feel that is very v ital. 

Mrs. Grirrirus. The American Banking Association this morning 
testified against that though, didn’t they? They want the discretion 
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left in the Federal Reserve Board to determine what is a related enter- 
prise, lanking enterprise. 

Mr. Tomson. I just don’t remember their testimony on that point. 
I have in mind that in principle they are against having other assets 
in bank-holding companies and I don’t remember whether they left 
some discretion to the Federal Reserve Board in their remarks. 

Mr. Mutter. Mr. Thomson, on page 2 of your prepared statement 
vou refer to the fact that there has been a reduction of some 321 total 
banking offices since 1946. Do you recall how many banking offices 
were divorced from holding companies by virtue of the single action 
of Transamerica giving up ‘the Bank of America as one of its wholly 
owned banks ? 

Mr. Tomson. No, Congressman, I was a little bit bothered about 
that statement, and I didn’t have enough information. I just took 
what was furnished me. I knew, for instance, that we had less affil- 
ates than we had 10 years ago, and I assumed others might have. 
What Transamerica did divest itself of, is a factor. I didn’t have the 
information to compare it, however. 

Mr. Murer. Is it not a fair statement that Transamerica is one of 
the only holding companies that has divested itself of any of its bank 
holding companies in the last 10 years ? 

Mr. fHomson. Oh, no, we have sold quite a number of banks in the 
last 10 years. 

Mr. Muurer. My question was worded wrong. Your answer is quite 
right. 

Take the bank holding company that owned nonbanking companies. 
In the last 10 years, other than Transamerica, has there been any hold- 
ing company that owned both banks and nonbanking companies that 
has divested itself of its banks? 

Mr. Tomson. I don’t recall; I don’t know. 

Mr. Muutrer. Transamerica, of course, did it only after long litiga- 
tion. 

Mr. Tomson. You mean their Bank of America disposal 

Mr. Murer. Yes. 

Mr. THomson. I think they decided that before there was any in- 
vestigation or any litigation. 

Mr. Mvutrer. Let me call your attention for a moment to the matter 
of control. Is it not a fact that in every single instance, in your own 
company, every bank charter or bylaws provide that a director may 
be removed with or without cause / 

Mr. Triomson. We have no such provision. 

Mr. Murer. You have no such provision in the bank charters or 
bylaws of any of your banks? 

Mr. Tuomson. Wait a minute. I didn’t recall any such provision 
in bylaws of any bank. We have no such arrangement, and if there is 
anything that exists like that in any bank in our group I am entirely 
unfamiliar with it, and if it was there I would have it done aw ay with. 

Mr. Kitpurn. You ought to be able to remove for cause. 

Mr. Mvtrer. The expression in most corporate charters and bylaws, 
the expression used is that a director may be removed with or without 
cause, because under the law for cause you can always remove a direc- 
tor. So in order to eliminate that question they write into the bylaws 
a provision that the director may be removed with or without cause. 
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Mr. McDonovuen. By whom? 

Mr. Mutrrr. By the stockholders. 

Mr. ‘Tiiomson. May IL ask my counsel about that / 

Mr. Muurer. Yes. 

Mr. Lancer. I wouldn’t attempt to state whether the standard form 
of bylaws prescribes that a director may be so removed or not. 

Mr. THomson. My counsel says that he doesn’t know whether it is 
in the standard form of bylaws which our banks use, provided by the 
Comptroller of the Currency. I wasn’t aware of it. I am going to 
look it up, though. 

Mr. Murer. Will you look it up and let us know / 

Mr. Tuomson. Yes. 

Mr. Murer. Can you answer with reference to your holding com- 
pany. Do your holding company bylaws provide that directors may 
be removed with or without cause ? 

Mr. THomson. I don’t recall it. 

Mr. Muurer. Will you check that, too, please / 

Mr. Trromson. Yes; that is news to me. 

Mr. Mutrer. Let me ask you the next question with reference to 
control, . 

Mr. Triomson. One reason I am a little bothered is that we lean so 
far backward in our system, and we have found that it works out 
wel]—— 

Mr. Murrrr. You see, sir, | am not trying to be critical of your 
organization. I am trying to point up the dangers that we have to 
cover in this legislation. 

Mr. Tomson. Surely. 

Mr. Murrer. I am not trying to cast any aspersions upon any of 
the holding companies. I am pointing to some of the things that may 
need attention in this legislation. 

Mr. Trromson. I want to look up that question, too. 

Mr. Muvrer. It is a right which, though reserved, is rarely used, 
even in business corporations. But when a scrap comes along then the 
lawyer looks at the bylaws and says, “This is the way we will get rid of 
the obstreperous director.” I think you will find that exists in the 
bank bylaws, too, and the danger there is, as I see it, that if that right is 
reverved in the bylaws then the holding company is the boss, and the 
holding company at any time it wants to can change directors who 
are not following either the orders of the directors of, or the policy 
laid down by, the holding company. 

Mr. Tomson. Excepting—and this doesn’t deal with legislation— 
except from a practical standpoint, we know that if we were ever to 
recommend that a certain director be eliminated from a board of a 
bank, those directors would say, “Well, now, wait a miniute. You 
told us we were running this bank. The law says we are running the 
bank. If you want to change that, then we resign.” 

So as a practical proposition it couldn’t happen in our system. But 
that doesn’t mean that it shouldn't be looked into and that might be 
a danger. 

Mr. Muurer. I agree that theoretically you may be correct. 

Mr. McDonoven. Mr. Multer, how would a rule like that operste 
if the director thet thew wanted to remove owned 51 percent of the 
stock of the corporetion ? 
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Mr. Murer. He would remove all the other directors. He is the 
boss. That is the very point I am making. This holding company 
owns more than 51 percent of the stock of every one of these banks, 
and to that extent they are in complete control of each of those banks, 
even though on the surface there are directors elected who are sup- 
posed to be independent. And as long as they exercise their inde- 
pendent judgment they are doing what the law requires. But if it 
is contrary to the views of the holding company, the holding company 
removes them, and if it doesn’t remove them before an annual meeting 
it has the right to elect new directors at the next annual meeting who 
will follow the policy laid down by the holding company. 

That is the point I am trying to make. And I think I am correct, 
am I not, that when the annual meeting of any one of your banks 
takes place your holding company votes the controlling stock and 
elects the controlling directors? 

Mr. THomson. That is right. 

Mr. Brown. Can they remove one of these directors without cause 
before an annual meeting ? 

Mr. Murer. If the bylaws so provide. I think in every instance 
New York banks have such a provision in their charters. 

Mr. McDonoven. With or without cause? 

Mr. Murer. Yes. Leaving the stockholders in control. Because, 
after all, the stockholders are the owners of the institution. 

Mr. Kitsurn. Actually that goes right back to majority rule. If 
they own the mz ujority of the stock they have a right to do so. 

Mr. Murrer. That is right. It is their institution, their property, 
and they should have the right to dictate the policy, and that points 
up the question of whether or not the holding companies should have 
the right to dictate the policies of the individual banks. In many in- 
stances the policy has been good, and worked well. I think most 
of the danger comes from those holding companies where they have 
gone out of the banking field into other fields, and are controlling 
other industries and businesses other than banks. 

Mr. TuHomson. Congressman, wouldn't this also be true, though, that 
as to industrial corporations there would be no protection other than 
that by law provision, but as to a bank you have the specific law gov- 
erning the individual bank, with penalties on the directors for not 
complying with the law, and that would be a protection in the case 
of an individual bank, that you might not have in an industrial cor- 
poration ? 

Mr. Murer. Yes, but so much of our statutory law in that regard 
has been changed since we made directors pay for their mistakes, after 
and as a result of the Jast depression, that directors can almost with- 
out exception rely on the exercise of their judgment as a complete 
defense to almost any action, for a penalty. or otherwise, that mane be 
brought against them. That is why I think it is so necessary now, 
while we are in prosperous times to review these statutes and regula- 
tions so that we don’t run into trouble again. 

Could you supply to us a list of the banks, names, addresses, and 
dates which your holding company organized as new banks? 

Mr. THomson. Yes, we could. 

Mr. Murer. I would appreciate it if you would do that for us. 

Mr. THomson. Very well. 
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(The information referred to is as follows :) 


New banks organized by Northwest Bancorporation and date of organization 


Year 
First National Bank in Moorhead, Moorhead, Minn 
Northwest Savings Bank, Mason City, Lowa 
Organized in 1929 as a new bank. Since consolidated with the 
First National Bank of Mason City. 
The James River National Bank of Jamestown, Jamestown, N. Dak____-- 1929 
The American National Bank & Trust Co. of Valley City, Valley City, 

N. é 1929 
The Dakota National Bank & Trust Co. of Bismarck, Bismarck, N. Dak... 1929 
The Farmers & Merchants National Bank in Milbank, Milbank, 8S. Dak__-__ 1929 
The Murray County State Bank, Slayton, Minn 1930 
The Northwestern Bank & Trust Co., Lewistown, 1930 
First National Bank in Britton, Britton, S. Dak 1930 
Union State Bank of Marietta, Minn 1930 

Organzed in 19380 by a wholly-owned subsidiary of Northwest Ban- 
corporation in a town without banking service. Later moved to Orton- 
ville, Minn., after all banks in that larger town had closed. 
Union State Bank of Thief River Falls, Thief River Falls, Minn 1930 
Northwestern Bank of Gregory, Gregory, S. Dak 1930 
First National Bank in Mobridge, Mobridge, S. Dak _ 19380 
The First National Bank & Trust Co. of Chamberlain, Chamberlain, S. Dak_ 1930 
Union State Bank of Montevideo, Montevideo, Minn__-__-__-__----------_ 1930 
First National Bank in Garrison, Garrison, N. _. 1930 
Organized in 1930 to assume the deposit liabilities and continue the 
business of an unaffiliated national bank the capital of which was 
impaired. (Business later taken over by a new local unaffiliated 
bank. ) 
Northwestern National Bank of Madison, Madison 
Madison Valley Bank, Ennis, Mont 
tank of Sheridan, Sheridan, Mont 
Assumed deposit liabilities of Madison Valley B ank, Ennis, Mont. 
(referred to above) and some years later Northwest Bancorporation 
sold its stock in Bank of Sheridan to individual residents of Montana, 
The Northwestern National Bank of Dawson, Dawson, Minn 
Northwestern National Bank of Bloomington-Richfield, Bloomington, 
Minn 


, 8. 


These banks fall into three categories: 

(1) Banks organized to fill an existing need when no banking facilities were 
available in their respective communities. 

(2) Banks organized to assume the deposits and continue the business of an 
unaffiliated bank whose capital was impaired. 

(3) Banks organized to assume the deposit liabilities of an unaffiliated bank 
which had suspended business. 

Mr. Mourrer. Will you tell us, in your holding company set-up, I 
— you have 22 directors and 11 officers, as listed in your exhibit A. 

I also notice that you are the only officer who is also a “member of the 
board of directors. Is that correct? 

Mr. THomson. That is correct. 

Mr. Mutter. The other officers by virtue of being officers are not 
automatically members of the bon rd ? 

Mr. Tuomson. No; we have a strong feeling in our corporation that 
the holding company should be, as to its directors, have nonmanage- 
ment control. We have certain provisions stating that on certain ques- 
tions the management people, either if they are directors of a bank or 
the holding company, shall not vote, for instance 

Mr. Mutter. There is no requirement in law that the directors of the 
holding company must own stock in the holding company ? 
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Mr. THomson. Under the Delaware law, there is; yes. 

Mr. Mutter. Is yoursa Delaware corporation ? 

Mr. THomson. Yes. 

Mr. Murer. Could you supply for us for the record a statement in- 
dicating the amount of stock held by each director, »nd also the nature 
of the business that he is associated with? For instance, I think most 
of us know what some of these businesses are. 

Mr. THomson. That is substantially all in our proxy statement, and 
I will see that you get a copy of that. 

(The material referred to is as follows :) 


NORTHWEST BANCORPORATION, 
Minneapolis, Minn., March 18, 1955. 
Hon. BRENT SPENCE,, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D.C. 

DEAR CHAIRMAN SPENCE: This letter is written pursuant to the request made 
when I appeared at your committee on March 7 that a letter be furnished setting 
forth the powers vested in the Board of Governors of the Federal Reserve System 
with respect to bank holding companies. 

R. 8S. 5144, which deals with the voting of shares of a national bank, provides 
that a holding company affiliate must procure from the Board a voting permit 
before it may vote the stock controlled by it in any national bank and that no 
such permit shall be granted unless the holding company agrees that it and all 
banks controlled by it may be examined by the examiners authorized to examine 
banks and to publish consolidated statements of the banks if required. This 
section also requires as conditions to the voting permit that the holding company 
maintain reserves or readily marketable assets other than bank stock in amounts 
related to the aggregate par value of bank stock owned; that officers, directors 
and employees of the holding company shall be subject to the same penalties for 
false entries applicable to member banks; that bank holding companies have no 
interest in organizations engaged in the underwriting or distribution of secur- 
ities and than bank holding companies will declare dividends only out of actual 
net earnings. It is provided that if it shall appear to the Board that the 
holding company has violated any of the provisions of the Banking Act of 1933 
(which included sec. 23A of the Federal Reserve Act restricting loans by mem- 
ber banks to affiliates, including holding company affiliates), or of any agree- 
ment made pursuant to these voting permit provisions (which includes an agree- 
ment to take all action within the power of the holding company to see that 
all its affiliates, nonmember as well as member banks, observe the limitations of 
sec. 238A) the Board may revoke the voting permit. After such revocation no 
national bank controlled by that holding company may receive deposits of public 
moneys of the United States or pay any dividends to the holding company. 
Furthermore, whenever the Board shall have revoked the voting permit, all the 
rights, privileges, and franchises of all national banks controlled by the holding 
company become subject to forfeiture in the discretion of the Board. 

Additional specific penalties may be imposed by the Board upon the affiliated 
member banks of the holding company for their failure to cause reports to be 
submitted by their affiliates, including the holding company, and in case a member 
bank violates the prohibition against having a securities affiliate either directly 
or through a holding company affiliate the Board may assess monentary penalties, 
and if such violation continues after warning, the Board may take action to 
bring about a forfeiture of the charter in the case of a national bank or a for- 
feiture of Federal Reserve membership in the case of a State member bank. 

It is noted above that any violation of the Banking Act of 1933 gives the Board 
the right to cancel the voting permit and, among other things, institute proceed- 
ings for the forfeiture of an affiliated national bank. In addition there are other 
general provisions which authorize the Board to take the same action with 
respect to a national bank for any violation by it of the Federal Reserve Act 
and to forfeit the membership of any State member bank which violates any 
provision of the Federal Reserve Act to which such State bank becomes subject. 
As all or substantially all of the statutory provisions dealing with bank holding 
companies are found in either the Banking Act of 1933 or the Federal Reserve 
Act it is apparent that the Board has extremely broad powers over bank helding 
companies and their affiliated banks. 
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In addition to these powers under tke laws dealing particularly with banks 
the Board is vested by section 11 of the Clayton Antitrust Act with authority 
to enforce the prohibitions of section 7 of that act with respect to acquisition 
of stock control of banks. 

As a matter of fact, if legislation is enacted requiring prior approval of acquisi- 
tions by the Board, the Board will be in the same position as the Interstate 
Commerce Commission and other Federal agencies mentioned in that last para- 
graph of section 7 of the Clayton Antitrust Act, having both power to enforce 
that section in their respective fields and to give prior approval. It is suggested 
that the bill should include in its section on “Technical amendments” an amend- 
ment inserting in the last paragraph of section 7 the name of the Board of 
Governors of the Federal Reserve System, so that acquisitions Niade with the 
prior approval of the Board will be exempted from the provisions ef section 7. 

Information was also requested with respect to provisions in the bylaws of 
banks affiliated with Northwest Bancorporation which would authorize North- 
west Bancorporation as the owner of a majority of the capital stock of the bank 
to remove directors of the bank from office at any time with or without cause. 

Our investigation of this matter discloses that so far as we can determine the 
bylaws of no national bank affiliated with Northwest Bancorporation contains 
any provision for the removal of directors by the vote of the shareholders. 
Neither do the articles of association of such banks contain any such provision. 
The statute (R. 8S. 5145) dealing with the election of directors specifically pro- 
vides that the directors shall hold office for 1 year and until their successors are 
elected and have qualified and contains no reference to prior termination of the 
term by removal. 

Northwest Bancorporation holds the controlling stock in State banks in Minne- 
sota, North Dakota, Montana, and Nebraska. In each of these States the statute 
specifying the term of office of directors is substantially like the Federal statute 
above referred to and contains no reference to removal by the stockholders. An 
examination of the articles and bylaws of affiliated State banks discloses no pro- 
vision for the removal of directors by vote of the stockholders during the term 
for which they were elected, with the single exception of the bylaws of one State 
bank in Montana which contain a provision for removal by a two-thirds vote of 
the outstanding stock at a meeting specifically called for that purpose and held 
upon a special type of notice. This bylaw was adopted by that bank at the time 
of its organization some years prior to the time when Northwest Bancorporation 
became a stockholder of the bank. In view of the fact that the Montana statute 
prescribes that bank directors shall be elected for a term of 1 year at the annual 
meeting of the stockholders and contains no provision for removal of directors 
by the stockholders, this bylaw is of doubtful validity and we would not attempt 
to act under it. 

Neither the certificate of incorporation nor the bylaws of Northwest Bancor- 
poration itself provides for the removal of directors of the corporation by vote 
of the stockholders. 

Attached hereto are a list of banks organized by Northwest Bancorporation, 
which was also requested by the committee and a copy of the proxy statement for 
the annual meeting of the stockholders of Northwest Bancorporation held March 
8, 1955, which contains additional information requested. 

Sincerely, 
J. CAMERON THOMSON. 


If you do not expect to attend the annual meeting of stockholders referred 
to in the enclosed documents, it will be appreciated if you will fill in, sign, and 
return the enclosed proxy which is printed on blue paper. A return envelope 
requiring no postage stamp is enclosed for your convenience. 


NORTHWEST 





BANCORPORATION 


NOTICE OF ANNUAL MEETING 





MINNEAPOLIS, MINN., February 4, 1999. 
To the Holders of Common Stock of Northivest Bancorporation: 

Notice is hereby given that the annual meeting of stockholders of Northwest 
Bancorporation will be held in the directors’ room of Northwestern National 
sank of Minneapolis, in Minneapolis, Minn., on Tuesday, March 8, 1955, at 10 
a.m., for the following purposes : 
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(1) To elect directors to hold office wntil the next annual election and until 
their successors shall be duly elected and qualified ; 

(2) To vote on a proposal to ratify the appointment by the board of directors 
of Peat, Marwick, Mitchell & Co. to audit the books of the corporation for the 
year ending December 31, 1955; 

(3) To transact such other business as may properly come before the meeting. 

Holders of common stock of record at the close of business January 26, 1955, 
will be entitled to notice of and to vote at the meeting. 

Your attention is directed to the proxy statement accompanying this notice 
for a more complete statement regarding the matters proposed to be acted upon 
at the meeting. 

If you do not expect to attend the meeting, please fill in, sign, and return the 
enclosed proxy. 

By order of the board of directors, 

R. L. FeperMAN, Secretary. 


PROXY STATEMENT 


This proxy statement is furnished in connection with the solicitation by North- 
west Bancorporation on behalf of its management of proxies for the annual 
meeting of stockholders to be held Tuesday, March 8, 1955. Proxies may be 
revoked at any time before being voted. 


ANNUAL REPORT 


The annual report of the corporation for the year 1954 including fnancial 
statements, has heretofore been sent to stockholders. 


SHARES OUTSTANDING 


There are outstanding and entitled to vote at the meeting 1,619,166 shares of 
common stock, each share being entitled to 1 vote. There are also outstanding 
54,621 shares of 4.20 percent convertible preferred stock, which shares are not 
entitled to vote at the meeting. 


ELECTION OF DIRECTORS 


At the meeting of stockholders of Northwest Bancorporation 22 directors are 
to be elected to hold office until the next annual election and until their successors 
shall be duly elected and qualified. The board of directors has designated FE. H. 
Mulock, G. L. Heegaard, John F. Patterson, Henry La Liberte, Henry Pierpont, 
and Archie D. Walker as a proxy committee and has designated the 22 present 
members of the board as nominees for election. In case any of these nominees 
is not a candidate at the annual meeting, it is the intention of the proxy com- 
mittee to vote in favor of the remainder of those named and to vote for substitute 
nominees in their discretion. Information regarding these 22 nominees and the 
number of shares of common stock and of 4.20 percent convertible preferred stock 
beneficially owned December 31, 1954, is set forth in following table: 
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Shares owned 
|Elected 
Principal occupation | as di- 
| rector 1 Com- | Pre- 
| | mon /ferred 





| 
James F. Bell___...__-- Chairman, committee on finance and technological | 21929 | 4,800 | 
progiess, General Mills, Inc., flour milling and cereal 
manufacturing. | 
Fred Bohen President, Meredith Publishing Co., magazine publish- | 1929 1,508 | 


ing. 
Harry A. Bullis Chairman of the board, General Mills, Inc., flour milling 1947 100 
and cereal manufacturing. 
Benton J. Case...._._..| President and director, Janney, Semple, Hill & Co., 1951 3 200 
wholesale hardware. 
Robert Congdon Mining ---__-- aed ae phen owe : : | 1946 | 32,000 |__- 
Edward B. Cosgrove...| Chairman of the board, Green Giant Co., vegetable | 1943 | 100 | 
canning. 
Sanford B. Cousins__-_| Vice president, American Telephone & Telegraph Co., 1952 | 100 |- 
communications. 
Thomas L. Daniels____| President, Archer-Daniels-Midland Co., vegetable and 1947 | 100 | 
fish oi] processing and refining, flour milling. 
Donald C. Dayton__- President and general manager, the Dayton Co., depart- 1950 3150 
ment store. | } 
John B. Faegre_... -. Partner, Faegre & Benson, attorneys, president, Minne- 1940 | 3,050 
sota & Ontario Paper Co., paper and fiberboard. 
J. Morrell Foster_......| Vice president and director of sales, John Morrell & Co., 1943 110 
| meat packing. | 
Frank T. Heffelfinger..| Chairman of the board, F. H. Peavey & Co., grain | 1929 | 33,000 
merchants. 
Allen S. King ...| President, Northern States Power Co., electric and gas (4) | 350 
services. 
Ward Lucas ......| President, Hayes-Lucas Lumber Co., retail building | 1945 105 |- 
materials. | 
John S. Pillsbury Honorary chairman of the board, Pillsbury Mills, Inc., 1929 8, 700 
flour milling and related products. | 
Joseph F. Ringland____| President, Northwestern National Bank of Minneapolis 1948 300 
Wilfrid E. Rumble_....| Partner, Doherty, Rumble & Butler, attorneys. -- 1948 205 
Augustus L. Searle...._.| Chairman of the board, Searle Grain Co., Ltd., grain | 21929 317,375 | 
merchants and elevators. | 
Walter G. Seeger_......| Chairman of the board, Seeger Refrigerator Co., refrig- | 1941 1, 000 
erator manufacturing. | 











Harold W. Sweatt._...| Chairman of the board, Minneapolis-Honeywell Regu- 1938 810 
lator Co., control instrument manufacturing. | 

J. Cameron Thomson_.| President, Northwest Bancorporation- | 1929 21 

Valentine Wurtele Chairman of the board, Minnesota Paints, Inc., paint 1936 2,4 
manufacturing and vegetable oil refining. 


3 
58 





1 Except as indicated below each director has served as such continuously since the date set forth. 

2? James F. Bell served as a director of the corporation from 1929 to June 9, 1932, and was reelected in 1933. 
iy us L. Searle served as director of the corporation from 1929 to June 1933, and was reelected on Aug. 
10, 1933. 

3 Benton J. Case, in addition to the amount shown above, is a trustee and a beneficiary of a trust which 
holds of record 600 shares of common stock of the corporation, and is a trustee but not a beneficiary of trusts 
which hold of record 660 shares of common stock of the corporation. Robert Congdon, in addition to the 
amount shown above, is a trustee and a beneficiary of a trust which holds of record 11,095 shares of 
common stock of the corporation, and is a trustee but not a beneficiary of trusts which hold of record of 
9,280 shares of common stock of the corporation. Donald C. Dayton, in addition to the amounts shown 
above, has an interest in 6,800 shares of common stock and 320 shares of preferred stock of the corporation 
through ownership of stock of corporations holding those amounts. Frank T. Heffelfinger, in addition to 
the amount shown above, has an interest in 8,500 shares of common stock and 793 shares of preferred stock 
of the corporation through ownership of 13.59 percent of the stock of a corporation holding those amounts. 
August L. Searle, in addition to the amounts shown wbove, has an interest in 8,500 shares of common stock 
and 793 shares of preferred stock of the corporation through ownership of approximately 2.25 percent of 
the stock of a corporation holding those amounts. The shares held by Allen 8. King were acquired sub- 
sequent to Dec. 31, 1954. 

4 Allen 8. King has not previously been elected a director by the stockholders. Mr. Kiug has sinee Jan. 
8, 1954, been president of Northern States Power Co., and for the 5 years prior thereto was successively 
manager of the Fargo division of the company and its executive vice president. 





496 CONTROL AND REGULATION OF BANK HOLDING COMPANIES 


The following information is given with respect to each director and officer of 
the corporation whose aggregate remuneration from the corporation and subsid- 
iaries for the year 1954 exceeded $30,000, and with respect to officers and directors 
of the corporation as a group. 


Deferred 
compensa- | 
tion profit- | 

s*aring | 

contribu- | 
tions ! 


| 


Estimated 
annual 
pension 

plan 
benefits 2 


Aggregate 
| remunera- 
tion 


Capacities in whic’ remuneration 
was received 


J. Cameron Thomson President, Northwest Bancorpor- | $55,071.00 | $4, 162.02 | $9, 937. 00 
ation.’ 

Joseph F. Ringland President, Northwestern National | 55, 071. 00 4, 151. 66 | 9, 939. 00 
Bank of Minneapolis.* | 

Other officers and directors_ 125, 896. 50 7,120.82 | 443, 432. 96 


Officers and directors as 236, 038. 50 15, 434.50 | 4 63, 308. 96 
a group (total). } 


Ff ' Under the deferred compensation profit-sharing plan approved by stockholders Oct. 8, 1953, the cor- 
poration, its bank subsidiaries, and certain of its I som subsidiaries made a contribution to a trust fund 
for the benefit of employees age 30 and over who had completed 5 or more years of service. The amounts 
above set forth are the respective shares of the individuals named above in the contribution for the year 
1954 but will be paid to them or their beneficiaries only on retirement or death or otherwise in accordance 
with the plan. The aggregate amount of contributions made under the plan to Dec. 31, 1954, for the fol- 
lowing are: J. Cameron Thomson, $8,307.50; Joseph F. Ringland, $8,291.98; other officers, $12,374.27; all 
officers and directors as a group, $28,973.75. 

2 Under a pension plan the corporation, the Northwestern National Bank of Minneapolis, and certain 
other affiliates of the corporation in the Minneapolis area, together with their respective employees make 
contributions to a trust fund from which it is expected that pensions, in addition to those previously pur- 
chased under a group-annuity contract, will be paid to employees who qualify and retire. Under the plan 
each covered employee contributes 24° percent of the first $3,000 and 5 percent of the next $12,000 of his 
annual salary, and the employers contribute the additional amount estimated by the actuaries to be neces- 
sary, with discounts considered by the actuaries to be appropriate to reflect the probabilities of interest 
earnings on the trust fund, employee deaths, and terminations of employment prior to maturity of rights 
to pension benefits, to provide for those employees whose rights to pension benefits mature, the amount 
of such benefits in accordance with the formulas stated in the pension plan. Based on such estimates, the 
participating employers each contributed for the year 1954, 6.36 percent of the salaries of their employees 
on which such employees made contributions, and the employees as a group made their contributions at 
the average rate of 3.48 percent of the same salaries. The employer contributions so made are not segre- 
gated as to individual covered employees, and no specified amount is allocated to any individual employee. 

3 Each of the individuals named received directors’ fees included in the figures above, not exceeding $40, 
in the capacity of director of subsidiaries of Northwest Bancorporation. 

4 Includes $9,999.96 received by Mr. Clarence E. Hill, formerly chairman of the board of directors of 
Northwestern Nationa! Bank of Minneapolis, as retirement allowances and pension payments. Mr. [ill 
resigned as a director of the corporation on Jan. 25, 1955. 


TRANSACTIONS OF NOMINEES, OFFICERS, AND ASSOCIATES 


During the past year all of the directors, officers, and one or more of their 
associates had banking transactions in the ordinary course of business with one 
or more of the bank subsidiaries of Northwest Bancorporation. The firm of 
Faegre & Benson, of which John B. Faegre is a partner, rendered legal services 
to the corporation and several of its subsidiaries, including the Northwestern 
National Bank of Minneapolis. The corporation’s share of amounts paid to such 
firm for such services was $32,000 and the subsidiaries’ share was $27,700. The 
firm of Doherty, Rumble & Butler, of which Wilfrid E. Rumble is a partner, 
rendered legal services to one of the bank subsidiaries of the corporation, J. Cam- 
eron Thomson and Joseph F. Ringland are officers of subsidiaries of the corpo- 
ration, which subsidiaries had transactions in the ordinary course of business 
with the corporation and other subsidiaries. It is expected that similar trans- 
actions will be had in the future. 


APPOINTMENT OF AUDITORS 


At the meeting a vote will be taken on a proposal to ratify the appointment by 
the board of directors of Peat, Marwick, Mitchell & Co. to audit the books of the 
corporation for the year ending December 31, 1955. Peat, Marwick, Mitchell & 
Co. are independent accountants and auditors who have audited the books of the 
corporation annually since 1931. They have no financial interest in the corpo- 
ration or its subsidiaries, nor have they had any connection with the corporation 
or its subsidiaries during the past 3 years except as auditors. 
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OTHER MATTERS 


The management knows of no other matter that is to be acted upon at the 
meeting. However, if any other business properly comes before the meeting it 
is the intention of the proxy committee to vote on such matters in accordance 
with their best judgment. 


Expenses in connection with the solicitation of proxies will be paid by the 
corporation. Solicitation of proxies will be principally by mail. In addition 
several of the officers or employees of the corporation or its subsidiaries nay 
solicit proxies, either personally, or by telephone, or by special letter, from some 
of the stockholders. The corporation will also make arrangements with broker- 
age houses and other custodians, nominees, and fiduciaries to send proxies and 
proxy material to their principals, and will reimburse them for their expenses 
in so doing. 

By order of the board of directors. 

R. L. FEDERMAN, Secretary. 

Mr. Mutter. The next question with reference to stock and directors 

-, think in almost every instance your directors of the bank must hold 
a minimum of stock ? 
Mr. THomson. That is right. 
Mr. Murer. Do you have what is known as a “buy back agreement” 
vith the directors of your banks, or an option from your directors, so 
that if a director steps out, or is removed, or not reelected, that he must 
sell his stock to the holding company ? 

Mr. THomson. We have some option arrangements, which are avail- 
able. I think I furnished the Senate committee with the numbers of 
our directors of affiliated banks that served through director ownership 
of stock or options. Any information you want on that I will be glad 
to furnish the committee. 

Mr. Mcurer. I would like to have that, too, please. 

Mr. THomson. You would like the type of arrangement and the 
number of directors, if they own the stock outright, or under option 
arrangements ? 

Mr. Murer. Yes. Can you also supply to us for the record the 

salaries paid to officers of your holding company / 

Mr. Tuomson. That is also in our proxy statement. It is as to the 
whole group. 

Does that answer your purpose / 

Mr. Mutter. You have the total, you say ? 

Mr. Tuomson. The proxy statement shows all salaries in a group 
of 25,000 or more. That is sufficient ? 

Mr. Motrer. I think that should be sufficient. 

That also indicates compensation, if any, paid to directors? 

Mr. Tuomson. Right. 

Mr. Mutrer. About what percentage of the stock of the holding 
company is represented at its annual meetings, ordinarily ? 

Mr. THomson. We are running about 75 percent. I wish it were 
more. 

Mr. Mctrer. Most of it by proxy? 

Mr. Tuomson. Yes. Although I would say we have about the 
average number of stockholders who come, but it is mostly by proxy. 

Mr. Mutrer. What percentage of the total outstanding stock of 
the holding company is owned by the directors and officers ? 

Mr. Tuomson. That again is shown in the proxy statement. It is 
shown as to the principal officers and I think that would cover your 
answer. 

Mr. Mutrer. Thank you. That isall. 
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The Cuatrman. If there are no further questions, you may stand 
aside, Mr. Thomson. We are very glad to have your views and they 
will be considered. 

Mr. Tuomson. Thank you, and my best wishes to you. 

The CHatrman. Thank you. 

The bill is not directed at any particular holding company. We 
want to get the truth and the facts. 

Mr. Tuomson. I appreciate your consideration. 

The CHarrman. Mr. Karandjeff, of the Illinois Bankers Associa- 
tion. You may proceed, Mr. Karandjeff. 


STATEMENT OF HENRY D. KARANDJEFF, PRESIDENT, ILLINOIS 
BANKERS ASSOCIATION 


Mr. Karanpgerr. Mr. Chairman and members of the committee, 
I appreciate very much this opportunity to appear before you as 
president of the Illinois Bankers Association, and also as president 
of the Granite City Trust & Savings Bank of Granite City, Ll. 

Granite City is an industrial city with a population of slightly over 
30,000. The bank with which I am connected has deposits of about 
$18 million, ser ving over 17,000 clients. 

The Illinois Bankers Association has a membership of 898 banks, 
which comprise all but 14 of the State and National banks in Illinois. 

Most of the member banks are comparatively small institutions, 
serving many small agricultural and industrial communities in our 
State and we, of course, also have as members, the large banks of 
Chicago, as well as the medium-sized banks located in the larger com- 
munities of the State. 

On March 1, 1955, Mr. Ben H. Ryan, president of the State Bank, 
of East Moline, Ill., appeared before your committee. I have read 
his statement, and wish to endorse it because it correctly represents 
the position of the Illinois Bankers Association, and I would like, 
if I may, to make that part of the statement that refers to the prob- 
lems of Illinois banking, a part of my statement. 

The bankers of Illinois are greatly aroused over what appears to 
be a determined effort on the part of holding companies to obtain 
control of independent banks in Illinois. The laws of Illinois pro- 
hibit operation of branch banks, and the holding companies are in 
fact circumventing that provision of our laws by the holding com 
pany device. 

The members of the Illinois Bankers Association have been mind- 
ful of their responsibilities to the people in the communities in which 
they serve, and are conscious of the fact that banks owned and oper- 
ated by the people in the communities in which they serve are emi- 
nently better able to take care of the needs of the people because of 
their cognizance of their needs and because of their pride in their 
own communities. 

They feel that chain banking, whether it is branch banking, holding 
company controlled banking, or multiple banking in any form, is 
detrimental to the interests of the public at large and is not conducive 
to encouragement of the growth and expansion of small businesses 
within their communities. 

Chain banks whose policies are set by remote control cannot possi- 
bly render as beneficial banking services to the people of our State 
as is possible under our present community-owned and community- 
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controlled independent dual banking system. We feel that the pos- 
session of a charter to operate a bank carries with it grave respon- 
sibilities. 

The policies of the Illinois Bankers Association are determined 
by the membership at large at our annual conventions. At our last 
annual convention, which was held June 14-16, last year, in Chicago, 
a declaration of policy was adopted which also included a statement 
opposing branch banking in any form. In the interim between con- 
ventions the affairs of the association are conducted by its council 
ef administration, which is composed of the presidents of the 10 area 
groups in the State, the 4 officers of the association, the presidents 
of the trust and installment lending divisions, 5 members at large, 
and the 3 immediate past presidents. 

Among a number of the committees which serve the association, 
we have the committee on legislation, which is composed of 94 banker 
members from every area of the State. 

At our last meeting of the council of administration, held February 
17, 1955, the council adopted a resolution that the association go on 
record in favor of the general provisions of the Spence bill, H. R. 
2674, which, among other things, prohibits out-of-State holding com- 
panies from operating in States where their laws do not permit branch 
banking; thus making possible the continuation of the operation of 
banks as independent individual units in Illinois; also, that we sub- 
mit legislation in our State legislature which would prohibit the 
formation of holding companies in Illinois. 

The council adopted a resolution authorizing the officers of the as- 
sociation and others to present the views of the association to your 
committee. 

May I again express my appreciation to you for your kindness in 
permitting me to appear before you today and I would be glad to 
answer any questions that I can and that you care to ask me. 

The Cuatrman. Are there any questions ? 

Mr. O'Hara. Mr. Chairman. 

The Cuatrman. Mr. O’Hara. 

Mr. O'Hara. I would not wish this distinguished son of Illinois to 
leave without expressing my appreciation to him for the fine presenta- 
tion he has made. The members of the Illinois Bankers Association 
are concerned that, unless restrained, holding companies might ulti- 
mately take over the locally managed banks and the independent bank- 
ers of Illinois be driven out of business. Is that your concern ? 

Mr. Karanpserr. Would you ask that question again, Mr. O’Hara? 

Mr. O’Hara. Are the members of your association, in Illinois, con- 
cerned with the growth of the bank holding companies in Illinois, 
and that independent bankers will be driven out ? 

Mr. Karanngerr. That isour main concern. 

Mr. O’Hara. And that the control of credit would be vested in 
the executive ofiices of holding companies, and not in your home banks 
of Illinois? 

Mr. Karanpserr. That is our concern, yes. 

Mr. O’Hara. I notice that Mr. Thomson, not in his testimony, 
but in a very interesting piece of literature left with us, says that 
his holding company had asked the businesses in the area served by 
that holding company what they thought about the business outlook 
in 1955 and they said that there had been a slowing down of collec- 





500 CONTROL AND REGULATION OF BANK HOLDING COMPANIES 


tions by about one-third of the reporting companies and as a result 
more selective credit policies had been adopted. 

I might digress and say that I have been much concerned with the 
growth of consumer credit. We hear much about the size of our 
national debt. The accumulating total of consumer credit is running 
a close race to our national debt. 

Do you see some danger in the growth of consumer credit / 

Mr. Karanpbuerr. Yes. 

Mr. O'Hara. Let me put it this way: The average worker, I take 
it, is mortgaged about 2 years ahead, for his automobile, his TV, and. 
his kitchen appliances, and so forth. And he may not be unemployed, 
but he is working, say, 4 days.a week, so he is finding it more difficult 
to meet the consumer commitments that he has already made. Do you 
see danger in that ¢ 

Mr. Karanpserr. Yes, I do, Congressmen. Coming from an indus- 
trial community such as Granite City, we see that every day. This 
proposition that you speak of, of 4 days a week, has affected many 
people who have mortgaged their earnings for periods of months 
and in some cases years, ahead; and, of course, when overtime ceased, 
and when they were not able to secure employment for more than 4 
days a week, naturally their payments on their installment credit 
suffered. And, of course, they have been conservative in the extension 
of credit. They have taken into consideration their earnings abilities 
and also their future possibilities. 

We as bankers of Illinois want to extend credit for every worthy 
purpose to every individual who can afford to pay back, but we do 
not feel that we are doing anyone a favor when we grant loans in ex- 
cess of their ability to pay. 

Mr. O'Hara. Is it your thought that the bank in the home commu- 
nity is better able to determine upon the banking policy to be fol- 
lowed during a period of prosperity or of emergency, than some direc- 
torate in a faraway office of a holding company? Is that your 
thought ? 

Mr. Karanpserr. Yes, the answer to the question is obvious to me, 
Congressman, naturally. 

Mr. O'Hara. I judge from this excerpt that I read to you, that the 
banking policies of affiliate banks are largely determined in the execu- 
tive oflices of the holding company. Is that your understanding? 

Mr. KarannJerr. Yes, sir. 

Mr. Kiitsurn. That is not so, Mr. O'Hara. He did not so testify. 

Mr. O’Hara. Did you understand that Mr. Thomson said that the 
policy was determined locally and not in the office of the holding com- 
pany’ I am sorry if I have erred in my interpretation. I would not 
wish to misquote any witness. I do think, however, that one who has 
control of the stock has the power to control policy and it is human 
nature to exercise power when dictated by interest. 

Thank you very much, Mr. Karandjeff, for being with us and I 
certainly appreciate again the warmth of your charming personality. 

The Cramman. Are there further questions? If not, we are glad 
to have your views, and they will be considered. Thank you for com- 
ing here to testify. 

The committee will adjourn to meet tomorrow morning at 10:39. 

(Whereupon, at 4:30 p. m., the committee adjourned until 10:30 
a.m., Tuesday, March 8, 1955.) 
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TUESDAY, MARCH 8, 1955 


House or REPRESENTATIVES, 
ComMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10:30 a. m., Hon. Brent Spence (chairman), 
presiding. 

Present: Representative Spence, chairman, and Representatives 
Brown, Patman, O’Hara, Mrs. Buchanan, Fountain, Reuss, Ashley, 
Vanik, Wolcott, Galle, Kilburn, Betts, Mumma, McVey, and Nichol- 
son. 


The CHatrMan. The committee will be in order. We will continue 
the hearings on H. R. 2674. 

The National Association of Supervisors of State Banks have 
written us a letter, and I will ask the clerk to read it, together with the 
names of those who join in the letter. 

The Cuerk (reading) : 

Marcu 4, 1955. 

DEAR CONGRESSMAN SPENCE: On February 25 prior to the opening of the hear- 
ings on the bank holding company bill I telegraphed you a resolution of the 
National Association of Supervisors of State Banks, adopted at its annual con- 
vention at Raleigh, N. C., in October 1954, urging Congress to enact legislation 
to control and regulate the creation and activities of hank holding companies. 

I ask to have the formal copy of our resolution incorporated in that record 
of the hearings. 

Our association is pleased to know that at long last Congress will take action 
to control the expansion of bank holding companies, prevent evasion of State 
branch banking laws by subsidies and prohibit the affiliation of banking and non- 
banking businesses through bank holding-company devices. 

The legislative committee is in agreement that the regulatory authority should 
be given to the Federal Reserve Board, but it is not in accord on the proposed 
legislation with respect to the administrative power delegated the Board to 
determine what constitutes a holding company. 

The act should embody a clear and specific definition which would eliminate 
the possibility of any Board therein determining what is and what is not a bank 
holding company. However, in behalf of all the members, the legislative com- 
mittee of the association strongly endorses the bank holding company and com- 
punion bills, H. R. 2674 and §S. 880 and respectfully urges the 84th Congress to en- 


act this necessitous legislation at its first session, and we kindly request that 
Gur stated position be recorded in these hearings. 
Yours sincerely, 
ALEXANDER CHIMALOUSKI, 
Chairman of the Legislative Committee. 

The CuHarrman. Now, you can read the members of the organization. 

Che CLerK (reading) : 

The officers of the association are as follows: 

President, Grant L. Robison, of Carson City, Nev. 

First vice president, J. M. Falkner, Austin, Tex. 
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Second vice president, Elmer T. Beck, Topeka, Kans. 

Third vice president, Guerdon M. Matthews, Madison, Wis. 

Treasurer, Logan R. Tichie, Richmond, Va. 

Chairman of the executive committee, Linwood K. Elmore, Hartford, Conn. 

Vice chairman of the executive committee, John D. Hospelhorn, Baltimore, Md. 

Secretary of the association and of the executive committee, Edward H. Leete 
of New York. 

The Cuarrman. Very well. Governor Evans, formerly a member, 
of the Board of Governors of the Federal Reserve System, is our first 
witness this morning. 

Weare very glad to hear from you, Governor. 


STATEMENT OF R. M. EVANS, FORMERLY GOVERNOR OF THE 
FEDERAL RESERVE SYSTEM 


Mr. Evans. Mr. Chairman, members of the committee: I think the 
question with which you are dealing, bank holding-company legisla- 
tion, is probably without doubt one of the most important questions 
that Congress will deal with in this session. 

Mr. Kitspurn. May I ask, are you a Governor of the Federal 
Reserve ? 

Mr. Evans. Excuse me, sir, I am no longer a member of the Board 
of Governors. I retired at the end of my term, last summer, and I had 
been a Governor for 12 years prior to that and have appeared before 
this committee before. In this particular instance I am especially 
interested because I was the hearing officer in the Transamerica hear- 
ings. Therefore, 1 am quite acquainted with the whole holding-com- 
pany picture. 

Mr. Kitsurn. Do you represent anybody here ? 

Mr. Evans. I represent myself, and I came at the request of the 
Independent Bankers Association, and that is all there is to it. 

The Carrman. You may proceed, Governor. 

Mr. Evans. The real question, it seems to me, that is involved in 
considering bank holding-company legislation is just what kind of an 
economy you want to have in this country. The time has arrived when 
I think the Congress must give consideration to what part of the total 
economy they want to leave for the small, independent businessman. 

Now, the field is narrowing some as time goes on, and since I have 
retired and have been wandering around in the rural sections of the 
country I find an increasing awareness on the part of people in the 
smal] towns and even in the small cities, of the fact that the field that 
is still left for small independent businessmen has been rapidly nar- 
rowing in recent years. 

It seems to me that any time that you have an increasing amount 
of centralization of power in business you are running the risk that 
as the businesses grow larger and the opportunities for small business 
grow smaller, that some time, some place, the people are going to say 
“Now we want to get into this picture ourselves,’ and they will take 
it upon themselves to elect the members of the boards of directors of 
some of these great gigantic corporations, and when you do that, Mr. 
Chairman, and members of the committee, then you have socialism, 
and you might just as well recognize that fact. 

As long as you have a large number of independent businesses, that 
are getting along all right and have a reasonable opportunity to suc- 
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ceed if they have the ability to succeed, you are not going to run any 
risk of the encroachment of socialism in this country, which I think 
would be a very, very serious change in our way of life. 

I have believed all the time, and, of course, I still believe, that the 
capitalistic system is the system that has brought the greatest pros- 
perity to the American people of any system, and I would like to see 
it continue. But it does seem to me that unless the Congress recognizes 
the problem in the case of small business, and enables smal] business 
in some way to get its fair share, that you are going to have an in- 
creasing amount of difficulty. 

I have been watching these hearings through the press a little bit, 
and I recall very well when I was Administrator of the farm pro- 
gram, and when I appeared before the Agricultural Committees of 
the House and Senate, that in those years the Congress was always 
very anxious to see that the rights of the small individual farmers 
were taken care of, and protected, and in the basic legislation govern- 
ing agriculture you will find repeatedly that the Congress injected 
rules and regulations to make it possible for small farmers to con- 
tinue in operation, and I think small farmers and small-business 
men have many of the same problems. 

Now, the local independent banks are an ideal small-business en- 
terprise. After all, the local people get together, they invest their 
own capital, they select their own management, and solicit the deposits 
of the community in which they are located. They then take those 
deposits and put them out to work for the benefits of the people liv- 
ing in that community. It is an ideal small-business enterprise. 
They have all the advantages that any great concentration can have, 
through the FDIC, through the Federal Reserve banks, and through 
their correspondent banks with whom they have done business for 
a long, long time. 

So if the Congress is interested in preserving as large a segment 
of the total economy for small business as possible, then it seems to 
1ue they are automatically interested in seeing that bank holding 
company legislation will be enacted to protect the independent, local 
banks from the competition of the great corporations which will 
absorb them if they can. 

It might be well, it seems to me, to turn back the pages of history 
just a little bit, and see what some of the founders of our country 
had in mind in regard to the banking business. Let us take the State 
of Iowa, where I reside, as an illustration of that western country’s 
attitude toward centralization of banking power, and you will find 
that when the State of Iowa was admitted to the Union, and had a 
constitution, that that constitution forbade commercial banking, 
simply because they were worried about the centralization of power 
and control of money. 

[t was many years after the State became a State before commercial 
banking was allowed inside the State. I believe it coincided with the 
time that the National Banking Act was passed. Prior to that time 
they had_a set of State banks which seemed to have gotten along 
pretty well in that early period. 

As I said a minute ago, I was the hearing officer in the Trans- 
america case. We started those hearings, I believe, in December of 
148, and they ran through until the middle of December of 1950. 
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I believe we had something like 12,000 pages of testimony, and end- 
less exhibits. 

During that period of time I had an opportunity to listen to the 
witnesses who opposed the Transamerica Corp. So I think it is fair 
to say that I have a pretty good picture of just what people thought 
of that enterprise. 

I would like at this time, Mr. Chairman, if I may, to read a couple 
of paragraphs of a statement I made when I was a member of the 
Board of Governors, before the Senate Banking and Currency Com- 
mittee, studying this question. 

In that statement I said that : 

The Federal supervisory authorities now have authority to control the direct 
establishment of branches of banks under their respective jurisdictions. * * * 
Through the corporation device of the holding company, however, these con- 
trols are defeated and the holding company can do what the bank cannot do 
directly. Thus the same management which is restricted in its operation under 
a bank charter can, through the holding-company device, acquire unit banks, 
operate them in the same manner branches would be operated, and thus defeat 
the expressed will of Congress regarding the establishment of branches. 

That holding companies may be used to evade branch-banking laws 

was again recognized when Chairman McCabe of the Board of Gov- 
ernors testified in 1950 before the Senate Banking and Currency Com- 
mittee that— 
“Through the acquisition by the holding company of the stock of an existing 
bank which thereafter may be operated, for all practical purposes, as a branch 
of the holding company system, the denial of a branch application of a con- 
trolled bank may become almost meaningless. 

Now, the Board first started taking up this question back, I believe, 
in 1943, in their annual report. That was just shortly after I became 
a member of the Board of Governors, and there has been no change 
in the general attitude between 1943 and 1950, and under the existing 
legislation previously passed by Congress national banks are expressly 
prohibited from establishing branches in States where branch bank- 
ing is prohibited by State laws. 

ividently Congress intended to preserve the States rights in an 
effective manner at that time. Yet, unless this program is passed by 
Congress, the bank holding companies could operate in States where 
branch banking is prohibited by State law, and it seems to me this 
would put Congress in a very inconsistent position. 

There are some other parts of that statement, Mr. Chairman, that I 
would like to insert in the record, if I may. 

The CuarrMan. It may be inserted in the record at the conclusion 
of your remarks. 

Mr. Evans. So I always asked myself this question: Why is it that 
we have bank holding companies, and what brought them into being! 

Well, holding companies came into being in order to accomplish a 
result that they couldn’t accomplish in any other way. I think one of 
the first meetings I attended as a member of the Board of Governors, 
back in 1942, was a meeting with Mr. A. P. Giannini, who was at that 
time head of the Transamerica Corp. The Board had been suggest- 
ing to him, for many years prior to that time, that they should cease 
their expansion, and at that meeting I thought he agreed to cease tlie 
expansion, and also to divest Transamerica Corp. of many of its busi- 
ness properties. 
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However, shortly after the meeting I found out that the situation 
wasn’t as I thought it was. The Board struggled with the problem 
for a long, long time, and finally they decided that the only action they 
could take was to instigate proceedings under the Clayton Antitrust 
Act, hoping that in fact that they would find sufficient power to curb 
the growth of this colossus on the west coast. 

Now, during the course of the testimony many examples were 
brought to us of the system they used in acquiring small-unit banks. 
They used all the tricks of the trade, and invented some new ones, I am 
convinced. One of their favorite methods of operation was to go to a 
commercial bank, where the ownership of the bulk of the stock was 
in the hands of elderly people or widows, and one way or another con- 
vince them that if they were to make any real recovery, or get any real 
value out of that stock, the way to do it was to sell out to the corpora- 
tion. 

So many times people say that a bank holding company is like an in- 
dependent bank. Nothing could be further from the facts as brought 
out in these hearings. They have their own examining departments, 
they examine these banks themselves. Any time they find something 
in there that isn’t the way they think it ought to be they see that it is 
corrected. 

They have a local board of directors to be sure. They have to have 
one to comply with the law. But throughout the testimony we did 
find that in most cases these directors were really just good old- 
fashioned window dressing, and nothing else. Many times a director 
would be given the qualifying shares necessary to comply with the law, 
he would sign a note to some financial institution for the value of those 
shares, and at the same time he received a statement from the Trans- 
america Corp. that the debt would be liquidated at any time he cared 
to dispose of his qualifying shares, or if at any time they felt that they 
wanted to change directors, that they would regain the stock that way 
if he was willing to sell it. Sometimes I think they give the impres- 
sion that these mangers of these holding company banks have consid- 
erable independence of action. I think that runs contrary to common- 
sense. The manager of these corporations is responsible to the head 
office in the first place for his job, and, in the second place, he is re- 
sponsible to them for the salary that he receives, and the advancement 
opportunities that may come his way come from the head office, and I 
leave it to you if there is any reason to believe that that manager 
would exercise independence that would run contrary to the opinion 
of the head office. It just doesn’t work out that way. 

I well remember one fellow who claimed to be a very rugged in- 
dividualist, and he thumped the table, he ran this big institution that 
was a part of this holding company. Then, after he became subject 
to cross-examination the minutes were produced of the holding com- 
pany, and his actions, one right after the other, had been authorized 

efore they were taken by the head office. 

That independence is a myth. In reality it does not exist. 

The Transamerica Corp., I think, happens to be one of the few 
that has companies not connected with banking in its setup. They use 
those companies for the same purposes you would expect them to be 
used—as feeders for good profitable business. They get their ac- 
counts, they get their loans, and in time of distress they will have to 
come to their assistance, regardless of whether they intend to at this 
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time or whether they do not, because there will be no other place for 
that business to go for credit. 

If you are in the banking business, in a territory where a manufac- 
turing concern is owned and operated by the Transamerica Corp. 
you are not going to bother to let credit be available to them in har 
times. You will have trouble enough taking care of your own custo- 
mers, because you know that at any time their business can be taken 
away simply by the head office deciding to do so, and the head office 
will have to take care of them. They couldn’t afford to do anything 
else. 

And during the testimony those facts were brought out time after 
time. 

Mr. Kirgurn. Along that line, Mr. Belgrano testified to just the 
opposite. He said their banks didn’t loan to other business. 

Mr. Evans. Mr. Belgrano is the new president of Transamerica. 
He was not president at the time these hearings took place. Although 
he was a part of the Giannini empire for a good many years, he has 
been in some of the banks, and I think in some of the insurance com- 
panies, and the last I knew of him he was president of the First Na- 
tional Bank of Oregon, which is a branch bank in the State of Oregon. 

Now, it might be all very well to say what he is going to do in the 
future, but it seems to me it is only reasonable to assume that a holding 
company that has a large financial interest in a business concern is not 
going to sit idly by and see that concern fail because they lack some 
credit accommodations. It has never been that way in the past. 

I think, in fact, if one goes back through the records of this com- 
mittee you will find that after very serious depressions one of the rec- 
ommendations that was repeatedly made was that you must separate 
the borrower and the lender. That they should never be in the same 
corporate set-up. 

Mr. Kirzurn. It doesn’t make any difference to me; I was just point- 
ing it out. 

The Cuarrman. I would suggest we let the witness complete his 
statement. 

Mr. Evans. That is all right, Mr. Chairman. I welcome the inter- 
ruptions. 

I remember one thing that came to us as I was hearing officer, which 
illustrates in a little way just how complete their control is, and how 
far down the line they will go. 

There was a fellow selling insurance, and he had worked up quite a 
little business with the corporation. The manager of the corporation 
had assured him that everything was in pretty good shape, but that he 
would have to bring it up to the board of directors prior to actually 
signing the contract. Time passed, and the fellow heard nothing about 
it. So he went around to see what happened to this very good pros- 
pect he had. And the fellow said “I am very embarrassed.” “You 
know,” he said. “we do a lot of borrowing from this banking outfit, and 
they thought it might be better if our insurance business was also 
placed with one of their affiliates.” 

It is only human nature to do that. I don’t think you could expect 
anything else. I think it would be unreasonable to do so. But that is 
the type of operation that certainly leads to trouble in the great de- 
pressions. It could lead to trouble again, and the Congress has wisely 
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said, upon occasion, that national banks should not 
practices. 

As I said at the beginning of my statement, I believe this question 
is very, very urgent at the present time. During all the years that 
the Board was working with bank holding-company legislation, and 
all the years they were working with bank holding companies, we 
always had it in our minds that in the Clayton Antitrust Act we had 
some powers that could compel these people to observe the rules and 
regulations of the administrative body. It was only after we tried 
the case and submitted it to the courts, and the courts turned it down, 
that the question became really urgent, because as of today there is no 
regulation available, no regulating power available to the Board of 
Governors to stop the increase in bank hoMing company acquisitions 
of independent banks. 

Just to give you one little paragraph from the bank holding com- 
pany hearings on S. 76 and S. 1118, we quote from the court’s decision : 


We agree that this quantitative analysis— 


that is simply a statistical analysis to show the immense concentra- 
tion of power in this Transamerica Corp.— 


follow those 


we agree that this quantitative analysis discloses a tremendous concentration 
of banking capital and thereby of economic power in the hands of the Trans- 
america group, which may be unwise and against sound public policy. It may 
well be in the public interest to curb the growth of this banking colossus by 
appropriate legislative or administrative action. This, however, is not for us 
to decide. Our only question is whether the theory upon which the Board 
based its decision meets the legal tests which are required under section 7 
of the Clayton Act, to determine whether Transamerica’s bank stock acquisitions 
tend to create a monoply of commercial banking. We are compelled to agree 
with Transamerica that they do not. 

So the court told the banking industry, and they told the Congress, 
that the Clayton Antitrust Act, under which these hearings were 
held, is not an adequate tool to accomplish the result that I have an 
idea Congress intended it should take care of in the basic legislation. 

I just happened to think, as I was sitting here, of a young man who 
came down and testified in our hearings from Oregon. The young 
fellow had started out by sweeping the floors in a little commercial 
bank, and he made up his mind he would like to be a banker. But 
he wanted to work for himself, in an institution where he had some 
control of the policy. He went to work, I believe, for the State exam- 
ining authorities, later for the Federal, and then got together a little 
money of his own, a little of his relatives, and a few friends, and 
opened a small commercial bank, and he told of the problems that 
confronted him as the operator of a small commercial bank sur- 
rounded by Transamerica Tbetihs. 

He went on to say that in the State of Oregon, as I recall it now, 
there are the two branch banking systems. United States National 
Bank, which is not a part of any holding company that I know of, 
and the First National Bank, which is owned by the Transamerica 
Corp. And he pointed out that these two vast banking chains con- 
trolled 85 percent, or a little more, of the banking business of the 
State of Oregon, and how difficult it was for a little fellow to get 
along, the blocks that they threw in his way. Sometimes telling his 
customers that they had better come over and trade with these other 
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people, they were better able to take care of a large loan, and so forth. 
They offered him jobs. They offered to buy out his interests at a 
very substantial profit to him. But he was a fellow that wanted to 
be an independent businessman himself, and he turned them all 
down. 

That is just the problem that the Congress faces, it seems to me 
today. Does the Congress want to say that in the field of commercial 
banking, which is so susceptible to independent banking, is going to be 
available to independent banks or is going to be taken over by a few 
vast chains and run the risk of a socialistic form of government, in 
the field of credit, at least, as we have seen in other countries of the 
world? It is a serious question, that which confronts this committee. 
It is a principle of Government that you are going to establish. You 
are going to say to those people, “No, we don’t believe that a small 
independent business should survive.” Or are you going to say to 
them, “We believe that under the system in which this country be- 
came great, through all the small business spread all over the country, 
that that is the pattern which we want to follow, and we are going to 
see to it that those fields where small business can succeed are going to 
have the opportunity to succeed.” 

I think everyone can recognize at once that you cannot take a 
monkey wrench and a few tools and start in the automobile manu- 
facturing business, but you can start with limited capital, thorough 
knowledge of the community you serve, and open an independent bank 
and succeed, if the Congress will make it possible, through positive 
legislation, for the administrative agencies to see that expansion on 
the part of holding companies or branch banks will not narrow the 
field too much. 

I thank you, Mr. Chairman. 

The Cuarrman. Why did Transamerica disassociate itself from the 
Bank of America? 

Mr. Evans. That was part of the effort of the Board, to disassociate 
the two. 

At the time that the hearings started I believe the Transamerica 
Corp. owned 23 percent of the stock of the Bank of America, and they 
had common directors, and in many instances common management 
in many ways. They have a manual, a big thick manual, something 
like that, which tells every manager what to do under every set of 
circumstances and conditions. And they had some 20-odd_ banks. 
They wanted to branch those banks into the Bank of America, and 
the Board resisted that, and at that time the Comptroller of the Cur- 
rency and also the Chairman of the Board of the FDIC resisted it. 
They all agreed that that should not take place, it wouldn’t be in the 
best interests of the communities. 

So they wanted to make that impossible. Well, as time went on 
the case looked a little darker all the time, as far as they were con- 
cerned. They then divested themselves of the stock of Bank of 
America. Of course, in the interim the two Gianninis died, and that 
part of the hearing turned out all right. 

The worst part about the whole hearing was that when this law came 
up for a test in court it was found to be inadequate to do the job 
it was supposed to do. That is the great tragedy of the whole Trans- 
america hearing. 
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The Cuarrman. The National Banking Act provides that a bank 
shall not purchase stock for its own account. 

Mr. Evans. Well, it goes back to the basic theory of sound banking, 
that is that you must separate the lender and the borrower. I have 
known and I am sure members of this committee have known many 
bankers who have refused to take even directorships in corporations, 
simply because they felt that as a banker, weighing the credit needs 
of that concern, they couldn’t afford to have a financial or any kind 
of an interest in the concern, that it would color their judgment. 

I agree with that concept. I think the concept of the sound banking 
is that bankers should be bankers, and they should not mix in these 
other business enterprises. Once a man gets into a business enterprise, 
I care not what other business activity he might have, he will strive 
to keep that thing afloat if it gets into troubled waters. 

I think Mr. Giannini told the story at one time before this com- 
mittee, or one of its predecessor committees, when he was asked the 
question of whether there wasn’t a great danger to the economy of 
ihe country if his banking system got in trouble and failed, and he 
suid very frankly and very honestly, “I am too big, they wouldn’t 
dare let me fail.” 

You will find that back in the hearings. 

The CHarrMan. Well, stock is very speculative by nature and isn’t 
a proper investment for a bank. 

Mr. Evans. That is correct. 

The Crarrman. And that is the reason that inhibition is placed in 
the law. 

Mr. Evans. Certainly. 

The Cuatrman. Now, the holding company, whose entire income, 
if it is a holding company devoted to banking interests, and has no 
outside interests, its entire income comes from the earnings of its 
banks? 

Mr. Evans. That is right. 

The Cuatrman. And it has the authority to invest in stocks of non- 
i corporations. Isn’t that a clear vioiation of the spirit of the 
aw ? 

Mr. Evans. Absolutely. If it had not been advantageous for these 
people to evade many of the requirements of the law passed by Con- 
ress, you never would have a holding company setup. 

The Cuatrman. That is one of the main reasons that that device 
was discovered and used. 

Mr. Evans. Certainly. 

The Cuamman. To do something by indirection that couldn’t be 
done directly, 

Mr. Evans. That is exactly right. 

_ The Cuatrman. You think the Clayton Antitrust Act is entirely 
inadequate to meet the situation, don’t you ? ; 

Mr. Evans. ‘There is no longer the slightest question in my mind, 
Mr, Chairman. I was the hearing officer. I recommended the divest- 
ment of this whole thing. I thought the evidence was overwhelm- 
ingly that way and yet the court said that we did not have the author- 
ity be make our position stick. So the thing is inadequate and 
Inetlective, 
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The Cuarrman. And if there is any regulation of holding com- 
panies, it ought to be written into the banking law which directly 
affects these institutions and governs their activity. 

Mr. Evans. Absolutely. I think it is basically wrong to permit any 
group of people to evade the law. 

The Cuarrman. As a rule, are the directors of subsidiary banks 
really dummy directors, as you have said they were in the case of 
Bank of America ? 

Mr. Evans. I could come to no other conclusion, Mr, Chairman, 
after listening to all the evidence. When you find that the director 
has only the qualifying shares, and none of his money is really in- 
vested in the enterprise, when you realize that through bank exam- 
iners, they have their own examinations, and then they have their 
departments at headquarters for bonds and all that sort of thing— 
and when you find that any time they want to change the manager, 
or they want to make any change in the operation, they have the power 
to do so at any time they want to, then you realize that it is in effect 
a branch banking institution. 

As far as centro] and authority are concerned, they reside in the 
head office and always have, and that is why they have them there. 

They couldn’t afford to stick their money out here and let a bunch 
of fellows who had no financial interest in the institution run it to 
suit themselves. They just wouldn’t have an investment at all for any 
length of time. 

The CHarrman. I don’t think reasonable men disagree very much 
that there is an inherent danger of concentration of economic power. 
Do you believe the statement of policy here is a fair statement ? 

Mr. Evans. I certainly do. 

The Cuarman. Don’t you think that the concentration of economic 
power in our free Government is as dangerous as the concentration 
of political power ? 

Mr. Evans. It certainly is. 

The Cuatrman. And from your experience and long association 
with this subject, you favor the enactment of this bill ? 

Mr. Evans. I am entirely and wholeheartedly in favor of it. I 
think it is imperative that it be done, if you want to preserve this small 
independent business picture. 

The CuatrrmMan. Mr. Wolcott. 

Mr. Wo tcorr. I have no questions. 

The Cnairman. Mr. Brown. 

Mr. Brown. No questions. 

The Cuatrman. Mr. Kilburn. 

Mr. Kitsurn. No questions. 

The Cuarrman. Mr. Patman. 

Mr. Parman. No questions. 

The Cuatrman. Mr. McVey. 

Mr. McVey. No questions. 

The Cuatrman. Mr. O’Hara. 

Mr. Parman. Mr. Chairman, I have a question. 

The Cuatrman. Mr. Patman. 

Mr. Parman. Mr. Evans, you are not on the Board of Governors 
now ? 

Mr. Evans. That is right. 
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Mr. Parman. You made a fine Board member, Mr. Evans, and I 
was strongly for you. If I could have written a letter that would 
have helped you, I would have done it. I considered writing one 
against you, as that might have helped you, but I couldn’t truthfully, 
so I didn’t say anything. I was hoping you would be reappointed. 
it would have been a fine thing for the country. 

Mr. Evans. I appreciate that, but I reached the age where I wanted 
to go back home and was very happy to. 

Mr. Parman. How long did you serve on the Board ? 

Mr. Evans. I came in March 1, 1942, and my term expired, that is 
actually I was off the payroll in August of last year. 

Mr. Parman, At any rate you had many well wishers over the Na- 
tion and people who wanted you back on the Board and hoping you 
would be offered the appointment. Of course, we know how these 
things come about. Where do you live now, Mr. Evans? 

Mr. Evans. Arnolds Park, lowa, a town of about 10,000 population. 

Mr. Parman. It is possible that the chairman might want to have 
some hearing in the future involving some matters that we would like 
to hear from you on, at least I would, and I feel that other members 
of the committee would. You have a lot of knowledge and informa- 
tion about the monetary affairs of this country, which I doubt if there 
are many others have it, and I think it would be particularly useful 
to this committee in going over some things. 

I realize well that we have had the Federal Reserve Banking Sys- 
tem for 41 years and we have never had a real genuine investigation 
of the system. We have never even had an independent audit of the 
system, of either the banks of the system or the Federal Reserve Board. 

I don’t think that is a healthy situation at all, and I think there 
ought to be a general overall investigation, and in that, of course, we 
would consider, at least a committee of Congress might, any changes 
in the existing law and you could certainly render a great public serv- 
ice, Mr. Evans, if you were available to testify in a case such as that, 
and I hope that you are if we are fortunate enough to have an investiga- 
tion including such testimony. 

Are you pretty well tied down with your work or can you be here? 

Mr. Evans. I found out I am an excellent loafer. I went to work 
when I was 13 years old, and battled my way along, but now I am 
more or less a loafer and I am just doing fine. 

Mr. Patrman. There is just one point I wanted to ask you about—— 

Mr. Evans. I am doing some farming, but that is not very important. 

Mr. Patman. Well, you know the Iowa farmers are what you might 
call the “fat cats” of farming. They get along pretty well. 

In your experience, Mr. Evans, as a member of the Board of Gov- 
ernors, do you look with favor on the Open Market Committee under 
the jurisdiction of the Federal Reserve Bank of New York? 

Mr. Evans. Well the Federal Open Market Committee is composed 
of the 7 members of the Board of Governors and 5 bank presidents, 4 
of whom are rotated, and 1 who is constantly the president of the Fed- 
eral Reserve Bank in New York, because the theory behind that, as I 
understood it, at the time the law was passed, being that the operation 
of the Open Market Committee would be in the money market of New 
York, and, therefore, it would be advantageous to have the judgment 
and advice of the president of the bank in New York. 
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I don’t believe that the bank in New York runs the open-market 
operations, outside of the mechanical part of it, that is. Of course, 
they give their advice and judgment from time to time to the Board. 

But the Board is tiated with that responsibility as I read the act, 
Mr. Patman. 

Mr, Parman. The Board? 

Mr. Evans. Yes, because the seven members of the Board can control 
the Open Market Committee, if they want to do it. 

Mr. Parman. I will not go into it because it is not directly related 
to this question and I know the chairman wants to get through today 
and I want to help him to, if I can, but I have a bill to abolish the Open 
Market Committee, and to set up a Board of Governors of 12 members, 
and let them be the Open Market Committee and operate from Wash- 
ington. 

Does that appeal to you as being a pretty good thing? 

Mr. Evans. I would hesitate to make an offhand answer to such a 
sweeping question, but I will just put it this way: When I was a mem- 
ber of the Board of Governors, I felt that we had the responsibility 
of running the Open Market Committee. I feel exactly the same way 
today, after those years of experience. 

Mr. Parman. Of course, Mr. Evans, leaving it that way, with the 
Open Market Committee composed of 7 members of the Board and 5 
presidents of private banks, the Open Market Committee of 12 first 
is aided by its executive committee; that is right, isn’t it? 

Mr. Evans. That is right. 

Mr. Parman. That took away from the Board to that extent. 

Mr. Evans. But 3 of the 5 are Board members. 

Mr. Patman. And that chairman is always on the Board, isn’t he? 
He doesn’t rotate ? 

Mr. Evans. That is right. 

Mr. Patman. Now on the other side are two private bankers, I 
mean selected by private banks, presidents of the Federal Reserve 
banks. The New York man is always on the board too, isn’t he? 

Mr. Evans. That is right. 

Mr. Parman. So there is just one to rotate there ? 

Mr. Evans. That is right. 

Mr. Parman. And those 2 who are always on the board, they just 
need 1 to be with them and they control it all the time, don’t they ? 

Mr. Evans. No question about it, if they want to. 

Mr. Parman. That gives them a great advantage ? 

Mr. Evans. That is correct. 

Mr. Parman. I look with disfavor on statements such as in the 
Wall Street Journal this morning, in which Mr. Sproul is making a 
statement, which may be a hint on Federal Reserve Board credit 
policies. That is the second time within 90 days that Mr. Sproul 
seems to be the spokesman for the Federal Reserve Board, and I can’t 
understand why the public members, the 7 members of the Board, 
who let the president of the Federal Reserve Bank of New York, who 
is selected by the private banks of that district, announce what Gov- 
ernment policies are going to be concerning credit and money. 

That doesn’t make too much sense to me. Don’t you think it ought 
to come from Washington, Mr. Evans? 

Mr. Evans. I see your point all right, and I don’t disagree with 
it. I would add this, though: That each individual bank, Federal 
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Reserve bank, of course, has a large measure of autonomy given it 
by the basic legislation of the Federal Reserve Act, so we never at- 
tempted in any way to curb an expression of opinion by any of the 
presidents of any of the regional banks. 

Now whether that is good or bad, is a question I wouldn't want to 
debate. 

Mr. Parman. In truth and in fact, Mr. Evans, the local bank has 
very little power now. In practice, it has very little power, has it not 4 

Mr. Evans. Well, that is quite a question. 

Mr. Parman. Name me one genuine power that the local bank has 
that can’t be overruled by the Board ? 

Mr. Evans. That is true, too. 

Mr. Parman. And I wonder, all these fine buildings over the coun- 
try, what are they used for? They are not used in carrying out a 
public service for the people of the United States, but they are used 
to clear bank checks for private banks, and all the rest of it. 

Mr. Evans. That is right. 

Mr. Parman. At Government expense. And I just wonder if there 
is a real necessity for these banks now, these bank buildings, and these 
12 Federal Reserve banks and the 24 branches, since all the power has 
am See away from them. The power is down here, and in New 
York. 

You see they can’t even buy the bonds any more. The bonds are 
bought, and you can verify this, by the manager of the Open Market 
Committee, who is employed by and paid by the Federal Reserve Bank 
of New York, and when he buys bonds, he distributes them to the 
12 banks. That isthe way they get them, isn’t it ? 

Mr. Evans. Yes, sir; but he doesn’t buy except on authorization of 
the Open Market Committee. 

Mr. Parman. We are not talking about that particular part of it 
now. 

Mr. Evans. Mechanically what you say is correct. 

Mr. Parman. But all the bonds that are bought, are bought by this 
manager, and he distributes them to the banks, and they have got to 
take them. It is just a bookkeeping operation with them, isn’t it ? 

Mr. Evans. Yes; there is one point I would like to 

Mr. Parman. And then if he wants to sell bonds, he sells them, and 
they have got to deliver them. They are just a delivery boy in that 
instance. 

Mr. Evans. That part of the mechanics is absolutely accurate. 

Mr. Patman. That is what I say, they don’t have any powers any 
more. They have been stripped of all their powers, and they have 
all these fine buildings, and everything else, and they are not used to 
perform a public service. 

Mr. Evans. The local boards of directors of the banks have one 
power over which the Board has practically no control, and I think it 
may be wise, and that is they can rediscount banks’ paper. 

Mr. Patman. I know, but that is outmoded. That is old fashioned. 
They don’t do that any more, do they ? 

Mr. Evans. Well they don’t do very much, but it might come that 
they would. If they did have to, they would have the power. And 
that is very important. 

Mr. Parman. You can put all the earnings they make in a year on 
that in your eye. 
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Mr. Evans. Well I won’t argue that. 

Mr. Patrman. That is all, Mr. Chairman. I know you want to get 
through today. 

The Cuarrman. Dr. Talle. 

Mr. Tate. No questions. 

The Cuatrman. Mr. O’Hara. 

Mr. O’Hara. As is my practice when bills of importance in the field 
of banking come before this committee, I mailed copies of H. R. 2674 
to the bankers of Chicago and requested such comments as they should 
wish to make. Asa member of this committee from the city of Cniengo 
it is my wish to give my colleagues the benefit of the thinking of the 
financiers of that great city. May I insert in the record at this point 
the replies I have received up to this time? 

The CuHarrmMan. That may be done. 

(The documents above referred to are as follows :) 


DEAR CONGRESSMAN O’HARA: Thank you for your letter of March 1 asking for 
my comments on H. R. 2674. I happen to be president of the American Bankers 
Association, whose committee on Federal legislation has made a full study of 
this bill. Mr. George R. Boyles (whom I think you know), is president of 
the Merchants National Bank of Chicago, and is chairman of the American 
Bankers Associaion committee on Federal legislation. Mr. Boyles is scheduled 
to appear before your committee next Monday and present the views of the 
association on this legislation. 

May I commend you for soliciting the views of your constituents on this 
important piece of banking legislation. 

With personal regards, I am 

Sincerely yours, 
H. J. LIvINGsTonN, 
President, First National Bank of Chicago. 


DEAR CONGRESSMAN O’HARA: I have your letter of the Ist, enelosing a copy 
of H. R. 2674, the so-called Spence bill, on bank holding companies legislation. 

I think the bill in its present form, or anything like it, is highly undesirable 
and would do much more harm than good. I have read, and am sure you have, 
the testimony of Chairman Martin of the Federal Reserve System, and I think 
his conclusions on what should be in a holding-company bill are, on the whole 
sound and that it would be advisable for Congress to adopt his recommenda- 
tions. 

Sincerely yours, 
Epwakp E. Brown, 
Chairman of the Board, First National Bank of Chicago, Chicago, Ill. 


DEAR Mr. O’HarRA: Thank you for sending me the copy of H. R. 2674, the bill 
to provide for the control and regulation of bank holding companies. 

I served the Illinois Bankers Association as its president for the fiscal year 
1950-51 and I am currently serving as the chairman of the Federal legislative 
committee. In that capacity I have had the opportunity to discuss holding 
company operations in Illinois with several Chicago and downstate bankers. 
The Illinois Bankers Association has taken action through its Council of Ad- 
ministration favoring H. R. 2674 as far as it pertains to the right of Illinois 
banks to continue to operate as individual units. We favor Federal legisla- 
tion that would freeze bank holding company operations and divest them of their 
nonbanking interests. We are advised that State legislation can be adopted 
prohibiting bank holding company operaticns in Illinois corporations but that 
we would be very much in need of Federal legislation to control foreign corpora- 
tions licensed to do business in Illinois from acquiring ownership of stock in our 
Illinois banks. 

Kindest personal regards. 

Yours very truly, 
JOSEPH R. Frey, 
President, Lake Shore National Bank, Chicago, Ill. 
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The Cuarrman. Mr, Kilburn. 
Mr. Kixsurn. No questions. 
The Cuarrman. Mrs. Buchanan. 

Mrs. BucHanan. No questions. 

The Cuairman. Mr. Betts. 

Mr. Berrs. I have no questions, Mr. Chairman. 

The CuatrMan. Mr. Fountain. 

Mr. Fountain. No questions, Mr. Chairman. 

The CHairman. Mr. McDonough. 

Mr. McDonovuecu. No questions. 

The CHarrman. Mr. Reuss. 

Mr. Revss. Thank you, Mr. Chairman. 

Mr. Evans, I want to be sure I understand your testimony, and 
particularly your mimeographed, 2-page statement. 

If you will refer to the third paragraph on page 2 of your mimeo- 
graphed statement, you make there what I guess to be an additional 
point: 


While what I have just stated are the two principal subject matters upon 
which I find myself in disagreement with my fellow Board members, I should add 
that I have a difficult time following their position on the so-called States rights 
issue. I do not think it necessary to force the State to legislate again on the 


subject of branch banking. 

And you say there that you believe that holding-company legis- 
lation should permit branches where State law permits them and 
deny them where State law denies them. 

I can’t quite get what additional points you are making there, 
over your point one, your first objection, as to the Federal Reserve 
Board’s position. Maybe you are not making any additional point 
and are merely restating it. 

Mr. Evans. The point I was reemphasizing, if I may use that 
word, is that I don’t believe that a holding company should be able 
to cross State lines and establish what in effect are branches, when 
the State in which they are operating does not want to permit branch 
banking. 

Mr. Reuss. Then you are there merely reemphasizing the first point 
you made, is that right ? 

Mr. Evans. That is right. 

Mr. Reuss. The other question I have is this: I gather you are not 
suggesting that there should be divestment of existing holding com- 
pany subsidiaries, in cases where that holding of subsidiaries violates 
current State laws on branch banking or rather would violate such 
laws as they applied not only to branches, but to subsidiaries. 

Mr. Evans. I didn’t particularly say anything about that. I think 
that is a question the Congress must settle. 

Mr. Reuss. As far as you are concerned, the grandfather clause 
would not meet your objection ? 

Mr. Evans. Well surrounded with certain precautions, I think over 
a period of time, if the supervisory authorities feel there is an undue 
concentration in that locality, they should say, “Well now, you will 
have to reduce that.” Their rights should be protected. 

Certainly I never would want to advocate that a company be taken 
away from people just like that. I think we should work out some 
way of achieving the result that would be best for all. 
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Mr. Reuss. Thank you, Mr. Evans. No further questions, Mr. 
Chairman. 

The Cuarrman. Mr. Ashley. 

Mr. Asuxtry. One question, Mr. Evans. 

Ling have indicated your approval of Chairman Spence’s bill, H. R. 
2674 % 

Mr. Evans. Yes, sir. 

Mr. Asutry. Do you have any particular trouble, sir, with section 
6 of this bill, the divestiture provision ? 

Mr. Evans. No, I really don’t, and I will tell you why: It seems to 
me the more I study banking the more convinced I am that the bank- 
ing business should be run by bankers, and they should not be in any 
other kind of enterprise. There is every present risk of bringing the 
borrower and lender together. A bank has acquired its lending power 
by reason of the fact that it has taken the deposits of the community 
and they should protect those deposits by exercising the best possible 
judgment they have of an impartial nature. 

There are people, I suppose, who could operate that way. I don’t 
think I would be one of them. 

Mr. Asutry. Do I take it, sir, that you might go even further than 
this bill. As I recall it, this bill does not call for divestiture by a bank- 
holding company of bank holdings, that is of banks owned by a par- 
ticular holding company. 

Mr. Evans. Well, sir, I don’t believe I could answer any more 
specifically than that. Once, again, any legislation passed should be, 
and I know will be fair, coming from this committee. Set out the 
main objective you wish to achieve and then work toward that end in 
the manner best for all concerned. But, again, as a basic principle of 
sound banking, I don’t think the two should be mingled. 

Mr. Asutey. Your principal concern is with the principles of what 
you consider to be sound banking ? 

Mr. Evans. Yes, sir. 

Mr. Asuirey. We have heard the testimony of some gentlemen 
representing holding companies which have control of businesses other 
than banks. 

Mr. Evans. Yes, sir. 

Mr. Asuiry. The attitude which you have just expressed would not 
necessarily include, I take it, the continued ownership and operation 
of, let us say, an insurance company, or a manufacturing concern, and 
so forth? 

Mr. Evans. No, I would be opposed to it personally. You will find 
many bank-holding companies, I think, who would take exactly that 
same position. It seems to me that I have talked with some bank-hold- 
ing company representatives in the past—I couldn’t give you their 
names—who feel exactly the same way. I well remember that one out 
in the State of Iowa was very much in favor of the type of program 
that has been advocated before this committee, on just that basis. 

Mr. Asnuey. In other words, the people to whom you have refer- 
ence don’t see anything the matter with a holding company holding 
and owning and operating banks, but they do feel that to get outside 
the banking field is wrong? 

Mr. Evans. That is correct. They do think that this is wrong, 
however, that there is no supervisory power to restrain a tremendous 
expansion by holding companies. 
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You will find lots of places, in some of those Western States, where 
there is no competition from independent banks in wide areas, and you 
know better, I am sure, than I, that an ordinary small power is not in 
a position to go to a distant city to arrange his credit needs. He just 
has to operate with the credit mechanism available to him in his 
locality, and I think that is wrong. 

Mr. AsHtey. You understand my question, sir. I was principally 
concerned with your particular views. 

Mr. Evans. Yes, sir. 

Mr. Asuiry. On extra banking operations of these holding com- 
panies. 

Mr. Evans. Well, I would like to state my view just in that general 
way, that I don’t believe the borrower and lender should be the same 
people. If they are going to be in the banking business they should 
be in the banking business, and that business alone. 

The Cuarrman. Mr. Vanik. 

Mr. Vanix. Governor, just one question: Would you be willing 
to comment on the influence or degree of influence that has been or 
might be exercised on the Federal Reserve System by the holding 
company, or the holding company groups / 

Mr. Evans. Well, if you mean that the holding company groups 
might be powerful enough in the banking field to influence the de- 
cisions of the Board of Governors, I don’t believe they could. I 
think the Board of Governors would make a decision in the best inter- 
ests of the people. After all, the Board is a creature of Congress, 
it is responsible to the Congress. Board members are passed on by 
the Senate, and act on legislation which you give them. 

I believe any Board, in the past, in the present, or in the future, 
would weigh their public responsibility very, very carefully. 

Mr. Vanik. Well, how does this legislation affect that situation 
in your judgment ? 

Mr. Evans. At the present time, due to the fact that the courts 
held we do not have the power of regulation, we cannot force holding 
companies to comply with our interpretation of the law, and what 
I am sure was the intent of Congress. I read all the talks made by 
the Members of Congress before I took on this hearing job. I read 
to see what the Members of Congress felt they thought the Clayton 
Antitrust Act meant, in relation to banking, and I felt that it was 
the intention of the Congress in existence at that time to protect the 
small independent banks by giving the Board authority to stop the 
increase, if it tended towards the creation of a banking monopoly. 
And that is the only clause you have to go on, and when we found out 
that the court said that wasn’t applicable—well, then, there is noth- 
ing to do but present the problem to the people who have the basic 
right to change it, and that is yourselves, if you feel you want to, 
and I recommend very strongly that you do so. 

Mr. Vanrk. That is all. 

The Cuarrman. Thank you, Mr. Evans. 

Mr. Evans. Mr. Chairman, may I just say one word ? 

I want to take this opportunity to thank you and all the members 
of the committee for the great courtesy and consideration you have 
always given me throughout the years when I have appeared before 
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this committee, and I think the service you have rendered and the 


way in which you have rendered it is in the true American tradition. 
T thank you. 


The Cuarrman. Governor Evans, on behalf of the committee, I 
want to thank you. You have been a very able member of the Board 
of Governors of the Federal Reserve System, and we welcome your 


views at any time you wish to give them. I am glad you are available 
so that we can call on you. 


Mr. Evans. Thank you, sir. 
(The material furnished by Mr. Evans is as follows :) 


STATEMENT OF Gov. R. M. Evans oF THE BoarpD OF GOVERNORS OF THE FEDERAL 
RESERVE SYSTEM 


After very careful consideration, I feel compelled to register by dissent from 
the views expressed on behalf of a majority of the members of the Board of 
Governors regarding bank holding company legislation. We are in complete 
agreement that bank-holding company legislation is a necessity. We differ in 
two particulars, which I believe are very important and essential to effective 
bank holding company legislation. 

In the first place, legislation like that recommended by the Board does not 
recognize a fundamental fact; namely, that, through the corporate device, hold- 
ing companies have been and still could be used to evade State branch banking 
laws and thus defeat the declared policies of the States and National Govern- 
ment regarding branch banking. Despite all that has been said about the dis- 
tinction between bank holding company groups and branch-banking systems, the 
fact remains that both accomplish the same thing—the operation of a number of 
banking units under one control and management. 

It was recognized by the Board of Governors in 1943 when in its annual report 
the Board said: 

“The Federal surervisory authorities now have authority to control the direct 
establishment of branches of banks under their respective jurisdictions. * * * 
Through the corporate device of the holding company, however, these controls 
are defeated and the holding company can do what the bank cannot do directly. 
Thus the same management which is restricted in its operation under a bank 
charter can, through the holding company device, acquire unit banks, operate 
them in the same manner branches would be operated, and thus defeat the ex- 
pressed will of Congress regarding the establishment of branches.” 

That holding companies may be used to evade branch-banking laws was again 
recognized when Chairman McCabe of the Board of Governors testified in 1950 
before the Senate Banking and Currency Committee that “Through the acquisi- 
tion by the holding company of the stock of an existing bank which thereafter 
may be operated, for all practical purposes, as a branch of the holding company 
system, the denial of a branch application of a controlled bank may become 
almost meaningless.” 

There has been no change in the general situation since 1943 or 1950. Under 
legislation of the kind now suggested by the Board, it would be possible for a 
holding company group to operate any number of separate banking offices within 
a State in complete disregard and violation of the clearly declared policy of that 
State against branch banking. It could also operate in two or more States 
notwithstanding the faet that no subsidiary bank could have branches in those 
States. 

Under legislation previously passed by Congress, national banks are expressly 
prohibited from establishing branches in States where branch banking is pro- 
hibited by State law. Evidently, Congress intended to preserve the State rights 
in an effective manner at that time. Yet, if this program is passed by Congress, 
the bank holding companies could operate in States where branch banking is 
prohibited by State law. It seems to me this would put Congress in a very 
inconsistent position. 

The second reason I am unable to concur in the Board’s position is the in- 
adequacy of the definition of “bank holding company” which the Board has 
proposed. That definition would perpetuate the long-recognized deficiencies 
of the definition of the term “holding company affiliate’ now contained in present 
law. This definition is based primarily on ownership or control of a majority 
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of the shares of a bank or of the shares voted in the last election of directors 
of a bank. However, everyone knows, and Congress and the courts have recog- 
nized the fact, that control is often exercised through ownership of much less 
than a majority of the shares of a corporation. Similiarly, ownership of a 
majority of the shares voted at the preceding election of directors is equally 
unrealistic. 

Going back again to the Board’s 1943 annual report, it was there stated: 

“In the Board’s experience, the case in which regulation is most necessary is 
likely aiso to be the case in which advantage has been taken of the gaps in the 
statutory definition with respect to the number of shares owned or controlled. 
The Board believes that these gaps should be filled in by incorporating in the 
statute a more realistic definition envisaging the manner and means by which 
effective control actually is exercised.” 

The type of legislation proposed by a majority of the Board would not cover 
some existing groups which are in effect bank holding companies. More im- 
portant, it would not cover arrangements for single control of a number of 
banking units which, through the corporate mechanism, could easily be devised 
in the future to escape coverage of the definition proposed by the Board. In 
my Opinion, a realistic definition adequate to meet these possibilities of evasion 
must be along the line of that which was contained in the bill S. 2318, endorsed 
by the Board in 1950, or the similar definition provided by the Capehart bill 
S. 1118, which is now- pending before the Senate Banking and Currency 
Committee. 

While what I have just stated are the two principal subject-matters upon 
which I find myself in disagreement with my fellow Board members, I should 
add that I have a difficult time following their position on the so-called State 
rights issue. I do not think it necessary to force the State to legislate again 
on the subject of branch banking. A majority of the States have already done 
so. Once we acknowledge what has been officially ruled in at least two States 
that is, that holding company banking is a type of branch banking—then holding 
company legislation should do what our present national banking legislation 
does; namely, permit branches when State law permits them and deny branches 
when State law does not permit them. 

One final point: I believe the welfare of our country is best served when 
small businesses can operate in a political and economic climate which enables 
them to prosper as well as the large corporations. Banking is a field in which 
a small business can prosper. Now that we have insurance of deposits and the 
Federal Reserve System, a small unit bank owned and operated by local people 
has access to all the information necessary for the operation of an efficient and 
economical banking business. 

The weakness of the bill now proposed by the Board in this respect is that 
it continues to permit a strong holding company to eliminate the competition 
of one of the most important factors in our banking system; namely, the indi- 
vidually owned and operated local bank. 


The Cuatirman. We will now hear from Mr. Morris. 

Mr. Huntineron. Mr. Chairman, my name is Huntington. 

If it is satisfactory to you, I would like very much to proceed first, 
and also, if I may, I would like to ask you to permit Mr. Thomas 
Boushall, president of the Bank of Virginia, which at one time was 
a bank controlled by the Morris Plan Corp., which is now an inde- 
pendent bank, to make a statement to you. He hasn’t a written state- 
ment, but if you so desire I am sure he could file one afterward with 
your permission. 

Then I would like Mr. Morris to sum up, because he is particularly 
interested in one aspect of this bill. 

Mr, Parman. Mr. Chairman, may I inquire if you expect to adjourn 
around 12 o’clock? The reason I am asking this is I have got to go to 
the floor, and I want to be here when these witnesses conclude, and 
I am wondering if I will have an opportunity this afternoon ? 

The Cuarrman. He cannot get through this morning, but I thought 
we might use a little time now. 


How long will your statement take, Mr. Huntington ? 
595715534 
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Mr. Huntineron. I should think I could finish my statement in 35 
or 40 minutes. 

Mr. Parman. Will you meet at 2: 30, Mr. Chairman ? 

The Cuarrman. Yes; we will meet at 2:30, and I think we might 
as well conserve a little time by permitting Mr. Huntington to pro- 
ceed until we find we have to adjourn; when we adjourn we will ad- 
journ to reconvene at 2: 30. 

You may proceed, Mr. Huntington. 


STATEMENT OF ELLERY C. HUNTINGTON, JR., PRESIDENT, THE 
MORRIS PLAN CORPORATION OF AMERICA 


Mr. Huntincron. Thank you, Mr. Chairman, and may I be per- 
mitted to deviate from the text I have offered here? 

The CuarrMaNn. You may incorporate your text in the record. 

Mr. Huntrneton. Thank you, sir. 

(The material furnished by Mr. Huntington is as follows:) 


STATEMENT OF ELLERY C. HUNTINGTON, JR., BEFORE THE BANKING 
AND CURRENCY COMMITTEE, IN OPPOSITION TO BANK HOLDING 
COMPANY BILLS (58. 880 AND H. R. 2674), MARCH 1, 1955 * 


Part I, INTRODUCTORY STATEMENT 


My name is Ellery C. Huntington, Jr., and I am president of the Morris Plan 
Corp. of America, which will be referred to throughout my statement as “the 
Morris Plan Corp.” The Morris Plan Corp. is the owner of bank stocks and has 
interests in other businesses which were, largely, established to supplement bank- 
ing operations. As a representative of the Morris Plan Corp., I am appearing in 
opposition to the enactment of the above-mentioned bills. 

I am, also, chairman of the board of directors of the Equity Corp. (herein 
sometimes referred to as “Equity’), which is an investment company registered 
under the Investment Company Act of 1940, and I am appearing in opposition to 
the enactment of the above-mentioned bills on behalf of this company. 

Since Equity owns a majority of the outstanding voting shares of the Morris 
Plan Corp., this latter company and its subsidiaries (including subsidiary banks) 
are subject to regulation under said Investment Company Act of 1940. Equally 
subject to regulation are all directors, officers, and employees of Equity and the 
Morris Plan Corp. and of all subsidiary or affiliated companies (including under- 
lying banks) as well as all stock-holders who, with respect to any of such insti- 
tutions, own 5 percent or more of the outstanding voting shares of Equity or 
the Morris Plan Corp. or any of their affiliates.’ 

We wish to emphasize the fact of the regulation Equity and the Morris Plan 
Corp. under the Investment Company Act of 1940. These are, we believe, the 
only potential bank holding companies which are subject to the restrictions of 
that statute. Anyone who is familiar with the strict provisions of the Invest- 
ment Company Act will, therefore, agree: 

First. That we cannot justifiably be accused of opposing bank holding company 
legislation because we fear regulation; since no regulation could be more rigid 
than that to which we are subject under the Investment Act, but— 

Second. That we have good reason to object to the kind of multiple regulation 
which will be imposed upon us if the independents succeed in having their cur- 
rent bills enacted into law. 


*NoTre.—References to 1947 and 1950 hearings and to 1953-54 hearings (both dealing 
with S. 1118) are to the records, for such years, of hearings of Senate Banking and 
Currency Committee on bank holding company legislation ; 

“Brief,” as used herein, refers to this statement of Ellery C. Huntington, Jr., in opposi- 
tion to S. 880 and H. R. 2674. 

“Appendix A” refers to the supplement of exhibits bearing that designation attached 
hereto or filed herewith. 

“Schedule 1” refers to schedule of this number accompanying statement of Ellery C. 
Huntington, Jr., filed in connection with 1953-54 hearing on S. 1118. 

“Schedule 2” refers to schedule of this number, containing statistical and miscellaneous 
data, accompanying statement of Ellery C. Huntington, Jr., filed in connection with 1953-54 
hearing on S. 1118. 

1 Hearings 1953-54, pp. 512-514. 
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What, then is the nature of the proposed legislation to which we wish to take 
exception? What is the need for it? And why do we object to what has been 
presented to you as innocuous regulatory law? 

It will be our purpose to answer these questions as follows 

1. We will indicate the emotional, nonfactual basis of the case of the inde- 
pendent bankers for bank holding company legislation ; 

2. We will show that the proponents of this legislation—in almost a decade 
of continuous effort—have never been able to sustain the need for bank holding 
company regulation nor the existence of the bank holding company “evils” of 
which they have complained ; 

3. We will satisfy you that the basic concepts of the proposed measures are 
unrealistic, untenable, and untrue; and 

4. We will demonstrate that the measures which are before you have been 
drafted by a group of individuals, organized as an independent bankers associa- 
tion,’ in furtherance of their own self-interest and not for the public good; that, 
as a result, they are proposing a law which would not be regulatory but confisca- 
tory; which would not be equitable but discriminatory; which would not be 
just, but vicious and arbitrary; which would obstruct the raising of new bank 
capital, would strike at property and would impinge upon, and even abrogate, 
State law; and which would go far in the direction of ending our dual banking 
system in that it would force under Federal control and into Federal Reserve 
membership scores of small State banks which have neither the desire nor reason 
to be there. 

These things we expect to establish in the following résumé of the case pre- 
sented by the independent bankers in support of the legislation they have been 
sponsoring and in our analysis of H. R. 2674° which we are presenting in sec- 
tional form. 


Part II. THE INDEPENDENT BANKERS CASE FOR BANK HOLDING COMPANY 
LEGISLATION 


The independents have attempted, in the policy sections of their 1955 bills, 
to provide some justification for the outrageous legislation they are proposing. 
In 1955, as in past years, they have built their case around two alleged evils: 

First. The evil of monopoly resulting from uncontrollable and illegal expan- 
sion: It has been asserted, in other words, that bank holding companies have 
extended their banking operations by methods not controllable under existing 
statute and that the undue expansion which has thus taken place has resulted 
in banking and credit monopoly ; and 

Second. The evil of mixed investments: Here the assertion is that bank 
holding company investments are not now limited to those permitted banks and 
that this freedom from investment restriction leads, naturally, to the misuse 
of the deposits of underlying banks. 

In support of their contention that these evils exist, the proponents of bank 
holding company law have done the following: 

1. During the course of the 1953-54 ‘hearings they introduced a single statisti- 


cal exhibit, to which we will make more complete reference in section 3 hereof. 





This exhibi ication—is the only factual pres- 
entation of any import ever presented during the many years of bank holding 
company law hearings. It was designed to indicate unwarranted bank holding 
company expansion, and to the amazement of the independents proved, on 
analysis, the exact reverse of what had been intended. 

2. Otherwise, they have done nothing other than fill the record with lamen- 
tation and unproven (and unprovable) assertion of which typical paraphrases 
are as follows: 

(A) 1947 and 1950 hearings: 

(1) Unregulated expansion and banking monopoly: 

(a) The ability of bank holding companies to make bank purchases lends 
itself to its increasing use of vast resources that can be controlled and used 
for the benefit of bank holding managers. 

(b) The independents who are numerically strong should be kept so and 
banking concentration should be controlled—particularly that which results 





?The bank directors’ ct Washington News Features, No. 205, March 1953: and 
hearings 1953, pp. 57 and 131. 

7H. R. 2674 and S. 880 are substantially the same and the House Dill is, therefore, 
referred to as a matter of convenience. 

* Hearings, 1953-54, pp. 473-475. 
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in bank holding company expansion since this is but branch banking free 
of the customary restrictions. 

(c) Dangerously large bank holding companies continue to acquire inde- 
pendent banks and banking concentration will result unless there is 
regulation. 

(d) Bank holding companies can amass huge resources and use them at 
the expense of independents. 

(e) The concentration of banking facilities indicates the need of regula- 
tion. 

(f) So much banking power has been concentrated in bank holding com- 
panies that control is needed to avoid socialization and nationalization. 
(2) Bank holding company operations as the equivalent of branch banking: 

(a) Bank holding companies should be regulated as banks. 

(b) Bank holding company operations are in substance branch banking 
free of the restrictions which apply to branch banking. 

(c) Bank holding companies should be examined and regulated just as 
are independent banks. 

(d) Although bank holding companies are not undesirable, unlimited 
expansion of bank holding companies is dangerous adn it is therefore re- 
quired that bank holding companies shall be regulated as banks. 

(3) Segregation of nonbanking interests: 

(a) The combining of banking and nonbanking businesses is dangerous 
and therefore bank holding companies should be regulated as banks. 

(b) Divestment is required in keeping with sound banking principles. 

(4) Further reasons for control: 

(a) Bank holding companies may use underlying deposits anywhere and 
in any manner without accountability to any supervisor. 

oe? Bank holding companies avoid common supervision of their various 
units. 

(B) 1953-54 hearings: 
(1) Unregulated expansion and banking monopoly : 

(a) Bank holding company monopoly may lead to Federal ownership of 
banking (socialization). 

(6) While there is no indication of active bank holding company purchas- 
ing of banks, expansion should be regulated or a small group of banks will 
control all banking. 

(c) Continuous buying of one bank holding company into another is 
dangerous. 

(2) Bank holding company operations as the equivalent of branch banking: 

(a) Bank holding companies circumvent the law by establishing their 
“branches” across State lines when banks cannot do this. 

(6b) In substance bank holding company banking is “branch banking.” 

(c) Bank holding company operations will lead to nationwide banking 
systems which would be bad for the communities since the “independents” 
serve local needs better than absentee owners. 

(3) Segregation of nonbanking interests: 

(a) A fundamental principle of banking is that banks should not own 
businesses. 

(bv) Through the bank holding company device a bank can evade the 
legal prohibition against engaging in outside businesses. 

(c) Since banks should be prohibited from engaging in extraneous busi- 
nesses, because different managerial attitudes and different risks are in- 
volved, and because depositors’ funds should be employed only in accordance 
with sound banking practices, therefore, a corporation which controls non- 
banking businesses should not be permitted to own banks thus exposing 
depositors’ funds to illegal diversion for the benefit of nonbanking businesses. 

(4) Further reasons for control: : 

(a) Bank holding companies are a drain on the Public Treasury since 
they have been financed by loans from Federal agencies. 

(b) Bank holding company operations lead to stock manipulation and 
the intimidation of underlying bank management. 

(c) Bank holding companies siphon off the earnings of subsidiary banks 
and in so doing ‘“‘weaken the protection to depositors.” 

(d) Bank holding company operations endanger “competitive credit.” 

And what type of legislation are the independents proposing to meet the 
“evils” they have, in this fashion, conjured up?° 


5 Hearings, 1953-54, pp. 442-443. 
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These, in sum, are the purposes of their bills: 

(1) To characterize the common ownership of several banks as the equivalent 
of branch banking and to treat investment companies owning bank stocks as if 
such companies were banks, although these investment companies do not and 
cannot exercise the normal, distinctive powers and prerogatives of banks; 

(2) To assign bank holding company liability to certain corporate stock- 
holders and to groups of individuals working in concert while exempting other 
owners of bank stocks such as mutual savings banks, labor unions, and their 
welfare funds; 

(3) To impose this liability on minority interests, thus placing on minority 
stockholders the responsibilities of dominant ownership ; 

(4) To render this unfair test a nullity by giving the Federal Reserve Board, 
as the administrative agency, the right to assign bank holding company lia- 
bility on an arbitrary basis and without reference to any standard whatsoever 
other than the Board’s own finding of controlling influence—whatever this may 
mean; 

(5) To render impractical, if not impossible, an appeal from a Federal Re- 
serve Board finding of bank holding company liability since there would be no 
test or formula against which a court might weigh the fairness and reason- 
ableness of the Board’s determination ; 

(6) To subject corporate owners of bank shares to bank holding company 
liability without the protection of provisional exemption (which would pre- 
serve the status quo pending appeal), although provisional exemption clauses 
were included by the Congress in the Investment Company Act of 1940 and the 
Public Utility Holding Company Act; ° 

(7) To make bank holding company status unnecessarily burdensome through 
pyramided liability ; 

(8) To subject bank holding companies to multiple regulation by failing to 
exclude those which are registered under the Investment Company Act of 1940 
and by continuing Federal Reserve Board regulation under the holding com- 
pany affiliate sections of the law, including revised status, section 5144. 


Notrre—If subsection (C) of section 11 of H. R. 2674 is intended to do 
away with existing bank holding company law to avoid duplicate bank hold- 


ing company regulation, then, and in such case, something more is required 
than the provisions of section 11 of H. R. 2674 as now drawn. 


(9) To destroy normal property rights, including the right to subscribe for 
proportionate shares of new issues of stock or to receive stock dividends or a 
pro rata share of assets on dissolution, thus abridging State law and authority; 

(10) To alter State laws on the domestication of foreign corporations and 
to establish the principle that the Congress should restrict the flow of bank capi- 
tal across State lines; 

(11) To dictate to the States the extent to which may be made investments 
within a given State confined to the stocks of banks located wholly within such 
State ; 

(12) To bring about the compulsory liquidation of investments in implementa- 
tion of an unproven theory that diversification is dangerous ; 

(18) To make a mockery of the requirement of divestment through exclusions 
which would give unlimited direct diversification to a favored few; 

(14) To provide for this type of confiscation without affording tax relief in 
those instances where bank holding company status is not desired ; 

(15) To compel the sacrifice of nonbank investments solely because the pro- 
posed tax relief is deliberately designed to force potential bank holding companies 
to retain bank investments (as opposed to nonbank investments), although good 
business judgment might dictate the liquidation of the bank investments; 

(16) To threaten State authority and our dual system by presuming to inter- 
fere with property rights and statutory proceedings granted or taken under 
State law, alter State laws dealing with the domestication of foreign corpora- 
tions and regulate the affairs of State nonmember banks and of intrastate bank 
holding company systems. 

Let us, now, examine the 1955 proposals in greater detail. 


® Hearings, 1953 254, p. 417. 
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Part III. PROVISIONS OF BILLS 
SECTIONAL ANALYSIS—EXPLANATORY STATEMENT 


The 1955 bank holding company bills are strangely similar, in forn? and con- 
tent, to some of their predecessors—particulary S. 1118, on which hearings were 
held in 1953 and 1954. It seems reasonable to suppose, therefore, that the spon- 
sors of the earlier legislation—the so-called independent bankers—have had 
much to do with the current measures. In any event, if the independents are not 
the actual architects of the most recent proposals, they are, beyond doubt, re- 
sponsible for the pattern from which the new versions have been shaped. 

Some of the more clumsy misconceptions and ineptitudes of 8S. 1118 have, it 
is true, been omitted or glossed over in H. R. 2674 and S. 880. 

An attempt has been made, for instance, to meet objections, advanced last year 
by the Morris Plan Corp., to the “review section” of S. 1118, by making certain 
that administrative agency nonaction would be as appealable as action. 

The draftsmen of the 1955 bills have also been somewhat more subtle than 
those who were responsible for S. 1118. Thus, some of the ridiculous and glar- 
ing inconsistency of section 6 of S. 1118 has been neatly camouflaged in the cor- 
responding sections of H. R. 2674 and S. 880. As S. 1118 was drawn, the com- 
plete separation of bank investments and general investments was ordered but, 
at the same time, unlimited investment company ownership by bank holding 
companies was permitted." This was tantamount to saying that a bank holding 
company, through a subsidiary, could commingle bank investments and other 
assets and businesses of almost any character. This startling incongruity was 
niade the more ridiculous, in S. 1118, by virtue of the fact that investment com- 
panies, themselves (such as Equity), which were fully registered under the In- 
vestment Company Act of 1940, would have been bank holding companies even 
though they did not own, directly, a single share of stock in any bank. ° 

The 1955 bills have reworded section 6 and have made it appear as if the prior 
discrepancy has been eliminated. We shall demonstrate, however, that, in 
essence, present section 6 is just as unfair as it was in S. 1118 and renders the 
1955 measures fully as obnoxious as was S. 1118. 

Section 5 of the current bills has been somewhat altered in an attempt to 
pacify the several representatives of Federal agencies who riddled the 1953-54 
counterpart of this section and who, most assuredly, should find fault with the 
current substitute 

Except, then, for the slight refurbishing we have indicated, there is no essen- 
tial difference between the current bills and that which immediately preceded 
them. The authorship, the motives, the aims, the techniques remain the same. 
They are still those of the independent bankers. 


Part IV. SECTIONAL ANALYSIS OF 1955 BILLs 
SECTION 2. DECLARATION OF POLICY 


This section outlines the concepts of the “independent bankers” upon which 
are based their contention that there is a need for bank holding company legis- 
lation. We will show that these concepts are unrealistic and untenable. 

First : Basis for bank holding company legislation : 

The proponents of these measures would like us to believe that— 

(A) Bank holding companies resemble banks and bank holding company 
groups are the equivalent of branch bank systems; therefore, bank holding 
companies should be regulated as are banks and their operations should be 
made subject to all the limitations imposed on the operations of banks; 

(B) Bank holding company expansion has been beyond the control of the 
authorities, has been in contravention of the laws governing the establishment 
of branches, has been excessive and has led or will lead to banking and credit 
monopoly ; and 

(C) Bank holding company ownership of other investments in addition to 
banks will lead to unfair dealing and exposes underlying banks and their deposi- 
tors to loss from “dominant stockholder” depredation. 

Second: The fallacies of the independents reveal themselves as follows: 

(A) Bank holding companies are banks and bank holding company groups 
are the equivalent of branch bank systems; so that it follows, logically, that 


78. 1118, subsec. (b) (6) of sec. 6. 
§ Hearings, 1953-54, pp. 423, 433. 
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bank holding companies must be regulated and restricted in their activities 
as are banks. 

These concepts were so thoroughly demolished by representatives of the 
Federal Reserve Board, the Comptroller’s Office and the American Bankers 
Association (and by other witnesses) who appeared at the 1953-54 hearings, that 
there should be little need to elaborate what has already been said by these 
witnesses.’ 

Bank holding companies, as is obvious, have none of the distinguishing fea- 
tures of banks—such as deposit and trust powers. Nor do bank holding com- 
panies, and the banks they own, resemble branch bank systems in any particular 
except that, in each case, a number of separate offices may be involved. An 
individual bank owned by a bank holding company would be limited by its own 
capital and surplus in the making of loans or the acceptance of deposits whereas 
the branch office of a bank would be limited by the total capital funds of the 
institution of which it formed a part. 

Essentially, bank holding companies are investment companies whose port- 
folios contain a preponderance of bank stocks. 

The investment company characteristics of bank holding companies were 
clearly recognized by the Congress, when it passed the Investment Company 
Act of 1940. In that act bank holding companies are assumed to be investment 
companies but are given an exemption based on holding company affiliate 
status.” 

The holding company affiliate sections of the existing law, in turn, clearly evi- 
dence congressional understanding of the difference between banks and their 
corporate stockholders.” 

(B) Uncontrolled bank holding company expansion with its resulting danger 
of monopoly of banking and credit facilities is the second false premise of the 
independents. 

The problem of regulating competition among banks has been one which the 
authorities have pondered for many years; and out of their deliberations the 
proponents of bank holding company law have conjured up their straw man of 
monopoly. 

There was a time, of course, back in the 1930’s, when the Federal Reserve 
Board was urging Federal agency control over all banks (including nonmember 
State banks) and their stockholders on the grounds that there was excessive 
competition among banks.” By 1947 the Board had reversed itself and the 
complaint was that banking, rather than being too competitive, had become 
dangerously monopolistic because of the development of bank holding companies.* 

The 1947 hearings on the bank holding company bill then under consideration 
made it quite evident, however, that the monopoly then alleged had been due 
to branch establishment. If there was monopoly in 1947, therefore, it existed 
only because the banking authorities, themselves had permitted it since, without 
their consent, expansion through the extension of branches would have been 
impossible.“ 

Monopoly was again stressed in the 1950 hearings. The only alleged instance 
of monopoly cited in that year, however, was that which was fashioned from 
the Federal Reserve Board’s antitrust proceedings against Transamerica and 
Bank of America. The 1950 allegations proved to be a “dud,” however, when 
the Board’s findings of monopoly were reversed by the Circuit Court of Appeals 
for the Third Circuit in a decision which was later upheld by the Supreme Court 
of the United States.” 

The proponents of bank holding company legislation—not all deterred by 
their failures of other years, sought, again, in the 1953-54 hearings—to show that 
bank holding company operations were monopolistic because of the “undue and 
illegal expansion” of offices controlled by these companies. In support of this 
contention there was presented an exhibit directed at the relative size of bank 
holding companies as at December 31, 1952.” 


® Hearings, 153-54, pp. 410 and 454. 
10 Sec. (3) (C) (4) of the Investment Company Act of 1940. 
11 Banking Act of 1933, as amended. 
— Reserve Bulletin, March 1933, p. 166; hearings, S. 829, May and June 1947, 
~ ot, 
138 Hearings, 1947, p. 50. 
Fs Seer ene, 1947, pp. 23-25 and 51-52; also, Federal Reserve Bulletin, March 1933, 
p. 166. 
1% Transamerica Corp. v. Bd. of Gov. of the FRS (U. S. C. A. 8); 206 F. (2d) 168: 
certiorari denied 346 U. 8S. 901 (1953)). 
16 Hearings, 1953-54, pp. 44—47. 
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The exhibit was a decided phony. It included, as a bank holding company, 
an entity which, if it ever acquired such status, did not become a bank holding 
company until after the close of the year 1952." It also included Bank of 
America among Transamerica’s holdings, although it was well known that 
Transamerica did not then own a share of stock of Bank of America and that 
there were no interlocking directors.” 

In addition to being inaccurate in its implications, the exhibit in question 
actually proved the reverse of what was intended. It showed: 

(1) That the ratio of offices of bank holding company banks to all commercial 
banks in the United States was less than 5 percent as at the end of 1953; 

(2) That from 1933 through 1952 the number of banks owned by bank 
holding companies decreased by 22 percent while for all commercial banks 
the decrease was only 2.8 percent ; 

(3) That during the same period the branches of banks owned by holding 
companies increased 77 percent, while the increase for all commercial banks 
was 96 percent; and, accordingly, 

(4) That bank holding company expansion, by whatever means, was at a rate 
below that for commercial banks in general and ” 

(5) That the only office expansion which occurred during these years, among 
banks owned by bank holding companies, was an expansion fully controllable 
by the banking authorities without whose consent additional branches could not 
have been established.” 

Except, then, for the abortive statistical effort to which reference has just 
been made, the advocates of bank holding company law have done nothing, in 
all their decade of campaigning, to support their charges of monopoly and 
undue and illegal expansion other than to fill the record with their wild and 
unsupported outcries™ that these evils exist and that Federal intervention is 
needed to control them. 

What the independents have in mind, of course, when they whimper about 
monopoly and uncontrollable expansion and complain that bank holding com- 
panies are endangering competitive bank credit,” is that they fear the threat 
of the complete absence «f competition to which they are accustomed. 

Who among us—if he has been reared in a little Ameriean village—has 
failed to note the predilection of the local banker for exclusive banking pre- 
rogatives? The last thing the smalltown banker wants is competition of any 
kind. He will leave no stone unturned to limit new bank organization or branch 
extension within his territory. He will fight—just as the independents have 
been fighting for so many years—to make his “no trespassing” sign effective. 

To say this much is not to single out the independent bankers for special 
criticism, but only to expose a part of the nonsense anid doubletalk with which 
they have filled their various legislative proposals and the minutes of innumer- 
able hearings. It is common knowledge that all bank managements oppose rival 
bank expansion. In this respect the independents are no different than others. 

Let anyone attempt to establish a new bank or obtain an additional branch 
today (even in the metropolitan centers where our little Morris plan banks 
operate) and he will be discouraged by the banking authorities—and opposed 
by every potential competitor—on the ground that “the area is already over- 
banked.” 

(C) The final unsupportable hypothesis on which the independents rest their 
case against bank holding companies is that mixed investments are evil and 
constitute a threat to underlying banks and their depositors. 

This fixation of the independents has expressed itself—in their recurrent 
legislative assaults against bank holding companies—in the form of a proposal 
to which they refer as “divestment,” but which, in reality, is barefaced confis- 
eation. In the 1955 bills, the independents have anchored their devastating 
theories to section 6 to which they have given the innocuous title “Interests in 
Nonbanking Organizations.” 

We will demonstrate, in our subsequent discussion of section 6, that, contrary 
to the oft-repeated, but always unproved, allegations of the independents, invest- 
ment diversification has not led to wrongdoing; that it is needed if bank holding 


17 Hearings, 1953-54, p. 424. 

18 Hearings, 1950, pp. 182-184 and 325. Transamerica Annual Report, 1952. 
19 Hearings 1953-54, pp. 421-422; appendix A, pt. IX, exhibit (4). 

2 1d 


21 Hearings, 1953-54, pp. 473-475. 
2 Hearings, 1953-54, pp. 420-423. 
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companies are to perform their function of raising bank capital; that it is in 
keeping with American economic theory: and that it is being granted, in increas- 
ing measure, to banks themselves. 


SECTION 3. DEFINITIONS 


There can be little doubt that the language used in this section will have 
the following results: 


(1) To impose on minority stockholders of banks the responsibility of domi- 
nant ownership. 

A voting interest of 25. percent is deemed to be a “controlling” interest. Thus 
minority stockholders of banks are required to discharge the obligations of 
majority ownership even though the privileges of such ownership are lacking. 

The Morris Plan Corp. would like to ask the sponsors of this measure to 
specify the corporate action which can be taken by the holders of 25 percent 
of the voting securities of a bank under existing Federal or State statutes. It is 
a matter of common knowledge that no action affecting corporate structure or 
security holder prerogatives can be taken anywhere in the continental United 
States without the approval of the holders of a majority (and in many instances 
not less than two-thirds) of the outstanding voting shares. What else, we 
would like to ask the independents, is the basis for the countless proxy fights 
which have flooded the country? Do the independents believe that the contestants 
are struggling for a 25-percent interest? * 

The sponsors of this legislation are requesting this committee to do something 
which the Congress has steadfastly refused to do; siz, abandon the realistic 
standard fixed in prior legislation that “control” means “majority ownership” 
or the exercise of majority ownership.” This is the standard that was fixed 
in the Banking Act of 1933 in determining holding company affiliate status.* 
It is the basis for determining the necessity for a voting permit to vote the stock 
of national banks under Revised Statutes, section 5144.” The same principle was 
carried forward in the Investment Company Act of 1940 wherein, after endless 
discussion with the Banking and Currency Committees of both Houses of Con- 
gress, majority ownership was made the test for determining the business 
characteristics of investment companies for the purpose of establishing their 
right to certain of the exemptions provided in that law. It is a principle which 
recognizes the fact that control is assured only to those who are represented 
by a majority of directors. A great body of State law supports this theory 
which is expounded in the Federal statutes to which reference has been made 

And it is worthy of special note that the various representatives of the Federal 
agencies and the American Bankers Association, who have appeared in support 
of bank holding companies legislation, have all recommended the adherence to 
the principle that majority responsibility should be related to majority control.” 

(2) To permit the Federal Reserve Board arbitrarily to assign dominant owner 
responsibility without reference to any measurable standard whatsoever. 

The tendency of the sponsors of this measure to strike out wildly against 
all corporate owners of bank stocks is carried to extremes in subparagraph (2) 
of paragraph (a) of section 3. If it is true that the owners of less than a 
majority of the voting shares of a bank, acting in concert with others, can 
exercise majority power, provision can be made for this possibility. ‘Dominant 
ownership,” however, should be fixed by proof of facts which will be susceptible 
of court review rather than by leaving this important determination to the 
uncontrolled discretion of some Federal agency. 

The Morris Plan Corp. has heretofore submitted suggestions for meeting all 
reasonable desires of the authorities with respect to problems resulting from 


% Hearings, 1953-54, schedule 1, pt. III, secs. (B) and (C), pp 495-505; appendix A, 
pt. ITI 


* In previous hearings attempts have been made to defend a standard of less than majority 
ownership on the ground that this was the “standard” used in the Public Utility Holding 
Company Act. That act, however, was designed to bring about a reorganization of utility 


-holding companies by winding up many of them, in other cases by altering ‘‘watered”’ 


leverage structures which had led to abuse and, generally, by providing for integrated 
operations in the interest of better supervision and increased efficiency. The “standard” 
fixed under that law was only for the purpose of giving the Securities and Exchange Com- 
mission jurisdiction over these reorganizations and was not intended as a test of continuing 
liability to “regulation” (Record of Senate Committee hearings, 1947, pp. 163, 169, and 
178 ; 1950, pp. 145, 168, 220, and 246). 

%120U0.S8. C. 78, sec. 3 (c). 

%120U.S8.C. 6. 

7 Record of Senate Committee hearings, 1953-54, pp. 15, 20-21, 38, 48, and 118; also, 
pp. 477-478. 
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bank holding company activities by amendment of existing law. In these sug- 
gestions will be found a formula designed to provide for bank holding company 
status in instances where there is majority ownership, either separately or 
through association. The formula of The Morris Plan Corp. is, in fact, sub- 
stantially similar to that suggested by representatives of the Federal Reserve 
Board and the American Bankers Association in their apperances before this 
committee.” 

The ephemeral standard provided in subparagraph (2) of paragraph (a) of 
section C is the Board’s whimsical finding that a corporate entity or a group of 
individuals is exercising what is vaguely referred to as “a controlling influence” 
over bank “management or policies.” 

What is “controlling influence’? Is it the power to do what the owners of 25 
percent of the voting stock of a bank might do or is something else intended? 
Perhaps what is meant is that two or three individuals possessing, collectively, 
an insignificant percentage of the stock of two banks shall run the risk of bank 
holding company status merely because their good advice is followed by manage- 
ment. Is this the type of determination which the independent bankers wish to 
permit some Federal agency to be able to make without limitation or restraint? 

The Morris Plan Corp. wonders whether the proponents of bank holding com- 
pany legislation have ever really understood the meaning of the language they 
have included in the various bills they have submitted. For, since 1947, they 
have insisted on the delegation of unlimited bureaucratic authority in every 
measure they have presented.” At the same time, they have persistently 
recorded their own abiding fear of agency discretion.” 

(3) To permit agency discretion without the benefit of “provisional ex- 
emption.” 

The whole attempt in section 3 to establish an unfair standard for determining 
bank holding company liability and then wiping out even that test by providing 
for unlimited Agency discretion, is the more obnoxious because nowhere in 8. 
1118 is there included any right of provisional exemption. 

Provisional exemption has been a feature of all prior holding company meas- 
ures adopted by the Congress and is most certainly needed in aid of the potential 
victims of the “shotgun” definition section of this bill.” The pertinent provision 
of the Public Utility Holding Company Act and the Investment Company Act are 
as follows: 

Section 2, paragraph 7, of the Public Utility Holding Company Act reads: 

“The filing of an application hereunder in good faith by a company other than 
a registered holding company shall exempt the applicant from any obligation, 
duty, or liability imposed in this title upon the applicant as a holding company 
until the Commission has acted upon such application, within a reasonable time 
after the receipt of any application hereunder, the Commission shall enter an 
order granting, or, after notice and opportunity for hearing, denying or other- 
wise disposing of such application.” 

Section 3 (b) (2) of the Investment Company Act of 1940 reads: 

“* * * The filing of an application under this paragraph by an issuer other 
than a registered investment company shall exempt the applicant for a period of 
60 days from all provisions of this title applicable to investment companies as 
such. For cause shown, the Commission by order may extend such period of 
exemption for an additional period or periods. * * *” 

In a definition section such as is proposed in H. R. 2674 and 8S. 880 where an 
attempt is being made to tag every possible owner of a share of bank stock as a 
bank hldng company it is highly important to provide for provisional exemption, 
if for no other reason than to avoid endless litigation. This is especially true of 
measures of this character which brazenly attempts to override State law and 
raises a serious constitutional issue by granting Federal agency authority over 
bank holding companies which do not operate beyond the confines of a single 
State. 






















































8 Hearings, 1953-54, pp. 441-448. 

2 Record of Senate committee hearings, 1953, pp. 38 and 118; also, pp. 477-478 

®*® Record of Senate committee hearings, 1947, pp. 59, 65, 74, 80; 195: pp. 244, 246- 249, 

%l Record of Senate committee hearings, 1953, » PD. 15, 74, 114, and 1 

32 Investment Company Act of 1940, sec. 3; and sec. 2 (a) (7) of the Public Utility Holding 
Company Act; record of Senate committee hearings, 1947, 178; 1950, p. 246. Under the 
“provisional exemption” theory a company could claim ‘ exempt” status and this would 
stand until after a hearing and determination. As the 1955 bills and their predecessors 
have been drawn, the supervisory agency could, without a hearing, declare a company to 
be a bank holding company and then might delay a hearing and determination of the matter 
for months. 
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(4) To lay the foundation for assigning bank holding company status to “in- 
dividuals.” 

In paragraph (c) of section 3 an attempt is made to impose bank holding com- 
pany liability on individuals loosely associated together as a group even though 
their joint interest may only be that of a common investment. 

The definition provides that the term ‘company” shall mean, among other 
things, an “organized group of persons” and there can be no doubt as to the in- 
clusiveness of the word “person.” * Is it intended, for example, that participants 
in a joint account or members of a proxy committee or parties to other voluntary 
arrangements shall be caught under this section? 

The Morris Plan Corp. has never believed that the Congress would consider 
making individuals subject to bank holding company liability, but the proponents 
of new law have persistently attempted to include them.” 

(5) To limit the ability of small banks to raise new capital. 

If section 3 is left as it is, there is at least a reasonable possibility, as has 
been pointed out in paragraph (3) above, that individuals may, under certain 
conditions, be declared to be bank holding companies. Under these circum- 
stances—particularly in the case of community banks where capital is customarily 
supplied by officers and directors and their immediate friends—acting in con- 
cert—how easy will it be to organize new, independent banks or to obtain addi- 
tional capital to meet expanding needs or the requirements of Federal and State 
authorities? 

Section 3, as drawn, would, as well, be a deterrent (as would section 5, as will 
be shown in the subsequent discussion of that section) to corporate underwriting 
of or investment in bank stocks and would thereby tend to limit the market 
for bank capital. What underwriter or corporate buyer of the shares of banks, 
for example, would wish to run the risk of some arbitrary determination of a 
Federal agency imposing bank holding company status? Or, for that matter, 
would wish to accumulate any considerable investment in banks in the face of a 
25 percent test of liability? 

Not only are the proponents of this legislation endangering the capital markets 
available to small, local banks under this section 3, but likewise under section 
5 where bank holding companies are denied preemptive rights (and other normal 
privileges appertaining to stock ownership) and are restricted to intrastate in- 
vestments over which section 5 would impose Federal control.* 

(6) To bring about multiple bank holding company liability and cumulative 
regulation. 

Corporate entities (and, under the bill as drafted, even individuals) owning 
voting shares of a bank holding company could be declared to be bank holding 
companies despite the fact that no bank stocks are directly owned by these stock- 
holders. 

This provision is typical of all former bills supported by the “independents” 
who are advocating adoption of H. R. 2674 and 8. 880. Their appetite for regu- 
lating everyone but themselves is never satisfied. Accordingly, they propose, in 
this bill, to regulate not only bank holding companies which own bank stocks 
but stockholders of bank holding companies, as well, who do not, themselves, 
own a single share of stock in any bank. 

Underlying banks owned by bank holding companies are strictly supervised 
by at least 2 (and in most cases 3) competent authorities and are, in addition, 
protected by a great mass of statute designed to insulate them against unfair 
dealing. If, beyond all this, bank holding companies are subjected to regulation 
just what is the need for going further and requiring regulation of stockholders 
of bank holding companies? 

This pyramided regulation is doubly ridiculous in the case of Equity and the 
Morris Plan Corp. which are, already, subject to rigid supervision under the 
Investment Company Act. 

The proponents of this measure are not only attempting to impose cumulative 
liability by assigning bank holding company status to owners of shares of bank 
holding companies but, at the same time, they are piling regulation on regulation 
by superimposing their new legislation on existing law. There has never, in all 
the postwar hearings on bank holding company bills (nor in the bills them- 


33 Person—a human being (natural person) or a body of persons, or in a wider sense, an 
aggregate of property * * * that is recognized by law as the subject of rights and duties 
(Webster’s New International, 2d edition, unabridged, 1946, p. 2828). 

% Record of Senate committee hearings, 1947, p. 59; 1950, pp. 246, 248, and 249. 

% See discussion of sec. 5 following. 
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selves), been the slightest indication that the present cumbersome, antiquated 
hodgepodge of holding-company-affiliate provisions of existing law are to be 
eliminated if new legislation is adopted. On the contrary, Chairman Martin of 
the Federal Reserve Board has made it eminently clear that he and his associates 
would expect existing law to be continued when he said: “Legislation of the 
kind here suggested would not necessitate any immediate revision of the pro- 
visions of present law relating to affiliates and holding comp ny affiliates.” * 

The existing holding-company-affiliate sections of the law are in need of re- 
vision in the form of the elimination of outdated provisions—particularly the 
reserve-fund clauses. Certainly these provisions should not be retained if a 
whole new body of bank holding company legislation is to be enacted. 

The Morris Plan Corp. has consistently objected to the continuance of the 
reserve fund sections of the present law™ and to some of the regulations pro- 
mulgated by the Federal Reserve Board thereunder. Under this law and these 
regulations it has been impossible for those of our banks which desire Federal 
Reserve membership to apply for it. If they did so—and if we requested a 
voting permit—all of our small banks would be compelled to submit to Federal 
Reserve Board supervision whether or not they might desire it. In addition, both 
the Morris Plan Corp. and the Equity Corp. would be obliged to maintain reserve 
funds which would, in effect, be duplicate pools of capital set aside to guarantee 
the deposits of underlying banks. These guaranty-fund provisions, it will be 
noted, remain in the law despite the fact that practically all bank deposits are 
now thoroughly safeguarded by FDIC insurance. 

Past Federal Reserve Board members have not hesitated to attack us for our 
reluctance to force our banks into the Federal Reserve System but, to date, no 
proponent of bank holding company legislation has suggested the elimination of 
the unneeded, out-of-date requirements which would make such membership 
possible and attractive.” 

What is required to meet the dangers foreseen by the independent bankers, and 
the Federal officials who are aiding them, is not the multiplication of bank 
holding company liability nor an increase in the number of regulatory provisions 
applicable to unfair dealing (if that is the reason for imposing multiple respon- 
sibility and regulation), but the strict supervision of transactions between under- 
lying banks and any dominant stockholder or any officer, director or employer. 
This is the philosophy of section 17 of the Investment Company Act of 1940. 
It has been embodied in the amendments to existing law which have been pro- 
posed by the Morris Plan Corp. in previous hearings and which will be resubmit- 
ted here.” 

(7) To ignore the efficacy of existing holding company supervision on the part 
of the Securities and Exchange Commission. 

Under the Investment Act of 1940 there is the most stringent and effective con- 
trol of the affairs of registered investment companies and all their affiliates. 
The Morris Plan Corjs, the Equity Corp. and all affiliates of these companies— 
including affiliated banks—are subject to the provisions of this act. 

It is scarcely conceivable that the members of this committee or of the Con- 
gress doubt either the stringency of the Investment Company Act or the ability 
of the Securities and Exchange Commission. If this is so, why, then, should 
the principle of duplicate regulation be countenanced ? “ 

(8) To favor a special class of bank stockowners by providing for the com- 
plete exemption of a powerful group of financial institutions known as mutual 
savings banks. 

This attempt at exempting mutual savings banks highlights the duplicity of 
the so-called independents who framed this measure. They cry monopoly as an 
excuse for their vicious proposals and then provide for it in the very measure 
they present. 

It also emphasizes the highly privileged position if these savings institutions, 
which, possessing tax advantages not granted banks, are more and more being 
extended full banking powers and business rights not available to banks such, 
for example, as the sale of life insurance, broad common stock investment privi- 


% Record of Senate committee hearings, 1953, p. 17. 

87 Revised Statutes, sec. 5144, as amended. 

8 Hearings, 1947, pp. 73-74, 163, 166, and 178; 1950, p. 246; 1953-54, Pp. 447-448. 

8° Record of Senate committee hearings, 1947, p. 92; 1950, pp. 234, 240, and 242; 
1953-54. pp. 447-448. 

# Hearings, 1953—54, pp. 430-440. 








CONTROL AND REGULATION OF BANK HOLDING COMPANIES 531 


leges and, in effect at least, limited conduct of the business of investment com- 
panies. 

Are these extraordinary prerogatives of mutual savings banks now to be ex- 
tended to permit of unrestricted bank expansion while competitors are limited 
as contemplated in this bill? 

(9) To favor labor unions and welfare funds which control banks. 

It is well known that other pools of capital—in addition to ordinary corpora- 
tions—own the securities of a variety of enterprises. Included among the en- 
tities representative of such capital agglomerations are labor unions and union 
welfare funds as well as foundations and pension trusts. Among these, unions or 
union welfare funds control numerous banks and insurance companies as well 
as a variety of other businesses.“ 

The independents have framed a vicious measure which is directed at funds 
which investors have contributed to corporate owners of bank stocks. This capi- 
tal represents the earnings and savings of the public just as do the moneys 
which are held in the treasuries of unions or their welfare funds. 

Have the independents some good reason for considering one collection of 
wages and savings more sacrosanct than the other? Or has this discrimination 
which is so evident been motivated only by the consideration of good politics? 

It would have been such a very easy matter to have drafted H. R. 2674 and 
S. 880 in such a way that it would not have had the special exclusions with which 
it now abounds, that it is quite evident that they are the product of delibera- 
tion and not of inadvertence. 

(10) To impinge on State authority through the exercise of Federal Reserve 
control over State banks which are not Federal Reserve members, and corporate 
and individual owners of the securities of such banks, despite the laws of the 
State concerned and despite the purely intrastate characteristics of the owner- 
ship involved. 

Whatever the independent bankers may say to the contrary, this is the effect 
of their proposal as it was of the measures they sponsored in 1947, 1950, and 
last year. 

And it will be observed that reciprocal authority to State banking depart- 
ments over the activities of national banks operating within their jurisdiction, 
is carefully omitted from this bill. 


SECTION 4. REGISTRATION, REPORTS, AND EXAMINATIONS 


Here a gesture is made to the Comptroller, the FDIC, and State departments 
in directing the Federal Reserve Board to use the reports of examinations made 
by these agencies “so far as possible.” 

The language used leaves wide discretion in the Federal Reserve Board to 
burden bank holding companies and underlying banks with multiple examination 
and reporting and could be the means of adding to the staggering costs which 
overgrown bureaucracies are already imposing on American enterprise. 

This section raises two important questions : 

(1) Why is not provisional exemption provided as has been suggested under 
our discussion of section 3, above? Without provisional exemption, bank hold- 
ing companies contesting bank holding company status might have to wait for 
long periods for action or nonaction on the Board’s part before an appeal might 
be taken under section 9. 

(2) Is registration, reporting, and examinaiton under this section to be in 
addition to that required under the holding company affiliate sections of the law; 
or is there to be multiple regulation as suggested in our discussion of section 
3, above? 


This section has been designed by the independents to control bank holding 
company expansion and to prevent what they call monopoly in banking.“ In 
their overpowering desire to destroy bank holding company entities they have 
sought to accomplish their purpose by including, in section 5, prohibitions against 
transactions over which supervisory agencies now have full control under other 
law thus duplicating existing legislation which effectively regulates mergers 
and consolidations and the purchase of bank assets.“ 


“. Diseussion of sec. 6, following. 

44 Appendix A. pts. III, IV, V, and IX. 

“ Hearings, 1953-54, Pp. 57, 94, and 135-136. 
“4 Hearings, 1953, pp. 17, 18, 39, and 50. 
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We have shown, in our discussion of section 2, above, that the bank holding 
company expansion which has taken place has been the result of branch estab- 
lishment. There is nothing on the record, therefore, to indicate the need for 
the far-reaching and dangerous provisions which have been included in sec- 
tion 5. 

As a matter of fact, Federal agency representatives who appeared at the 1953 
hearings in support of bank holding company legislation ridiculed section 5 and 
went out of their way to emphasize the fact that the only possibility for un- 
controlled bank holding company expansion lies in the direction of stock pur- 
chases.* 

The objections to section 5, however, are not limited to the duplications which 
are involved. It is much more distasteful in its assignment of discretionary 
power, its destruction of property rights, its limitation of markets for bank 
capital, its interference with State authority and its attempt to confine corporate 
activities to the borders of a single State. 


(1) Agency discretion 


Subdivision (1) of paragraph (a) of this section contemplates that neither 
corporate nor individual investors may become the owner of sharts of more 
than one bank without Federal Reserve consent. 

It will be observed that this is an absolute prohibition against the acquisition 
of more than 25 percent of the outstanding shares of more than 1 bank. In 
other words, even bank share owners who are willing to register as bank hold- 
ing companies can do so only if a Federal Agency, in its absolute discretion and 
without reference to any given set of conditions, deems this advisable. 

So now, in addition to all the tremendous authority which is vested in it, the 
Federal Reserve Board is going to be empowered to tell the people of our country 
when and where they can invest in the shares of banks. 

If the self-styled ‘‘independents,” who are so avidly supporting this bill, desire 
to retain their own freedom and initiative they ought to be wary of legislative 
proposals such as this. They are suggestive of a paternalism which is not com- 
patible with a system of individual initiative and risk-taking such as ours. 

No other law, Federal or State, goes this far in the assignment of autocratic 
power to a bureaucracy. The Investment Company Act, for example, does not 
prevent corporate investors from becoming investment companies. It only re- 
quires that when they qualify as investment companies they shall register.” 
Even the denial of branch establishment—where broad agency authority has been 
granted—must be based on reasons which, in theory at least are related to com- 
munity needs which are, in fact, the cornerstones of banking franchises.” 


(2) Destruction of property rights 


Subdivisions (2) and (3) of paragraph (a) of section 5 illustrate the propensity 
of the “independent bankers” for the destruction of property rights. They, also 
highlight the abiding determination of this group to undermine State power. 

Property rights are obviously affected since no bank holding company could, 
without Federal Reserve consent : 

(1) Exercise preemptive rights to subscribe to new shares on an increase 
in capital of an underlying bank nor receive its proportion of shares deliver- 
able on the declaration of a stock dividend; “ nor 


# Hearings, 1953, pp. 16 and 50; also, 39, 41, 49, and 122. At p. 50 of the hearings of 
1953-54, the Deputy Comptroller of the Currency testified as follows : 

“Under the Federal statutes, and the State statutes in those States permitting branch 
banking, the prior approval of the ——_ bank ee authority is required to the 


establishment of branches. Moreover, the purchase of a bank’s assets and the assumption 
of its deposit liabilities by another bank must receive the at approval of the Comptroller 
of the Currency if the purchasing bank is a national bank, the Board of Governors of the 
Federal Reserve System if the purchasing bank is a State member bank, and the Federal 
Deposit Insurance Corporation if the purchasing bank is an insured nonmember State 
bank, provided the capital and surplus of the acquiring bank would be less than the 
aggregate amounts of capital or surplus, respectively, of the banks involved. In addition, 
all consolidations and mergers of banks must be approved either by Federal or State 
authorities therefore, adequate supervisory coverage is already provided for instances 
involving the acquisition of assets, consolidations, and mergers, so it is recommended that 
sec. 5 (b) of S. 1118 be eliminated.” 

See also, Morris Plan argument to this effect in past hearings: 1950 hearings, p. 236. 

46 Investment ey Act of 1940, see. 8. 

7 Federal Deposit Insurance Act (U. S. C., title 12, see 264), sec. 6. 

48 It will be observed that this could, in time, mean that bank holding company ownership 
could be whittled away from a majority to a minority position thus destroying the “control 
value of the bank holding company interest. Who could compensate the bank holding 
company and its stockholders for the loss of this value? And, after the bank holding 
company thus became a minority stockholder, would it still be a “bank holding company” ‘ 





CONTROL AND REGULATION OF BANK HOLDING COMPANIES 533 


(2) Liquidate a majority owned or wholly owned bank and receive its 
assets; nor 

(3) Bring about the merger of an underlying bank into another bank 
(even in cases where the bank holding company stock interest might be re- 
duced to a minority position), 

Although, in such cases, the banks involved were nonmember State 
banks and although, too, State authorities had approved of the proceedings 
and the provisions of State law had been fully met. 

Proponents of bank holding company law hit at the attempt, in section 5, to 
destroy property rights but they were concerned only with the damaging results 
to majority stockholders.” What would happen under S. 1118, however, to the 
minority stockholders who would be bank holding companies under the “defini- 
tion section” of the 1955 proposals? 

Patently, the preemptive rights of both majority and minority stockholders 
should be preserved. 

Under this outrageous section, as it is drawn, a Federal agency, by withholding 
consent, could, in time, convert a majority position into a minority one and thus 
destroy the entire value which is normally attributable to “control.” It could 
then make matters worse by denying preemptive right to the very minority in- 
terest it had thus created. 

Paragraph (b) of section 5 and subdivision (3) of paragraph (a) cover the 
sale of bank assets and bank consolidations. These provisions are, of course, 
wholly unnecessary since such transactions are amply safeguarded under existing 
law. 

(3) Interference with State authority 


-aragraph (c) of section 5 deals with out-of-State holdings of bank stocks but 
the impact of this paragraph on property rights and State authority is the same 
as that of paragraph (a). 

A part of the difficulty under paragraph (c) arises from the failure of the 
“independent bankers,” who wrote this bill, to distinguish between “bank stock 
purchases” and “branch establishment.” Certainly “bank stock purchases” 
should not be treated as if this were the equivalent of opening new “branches” as 
is attempted here and as has been emphatically criticized by the authorities.™ 

Another weird extension of Federal control is proposed in paragraph (e). 
This is the attempt to limit, by Federal statute, the right of a State to determine 
whether a foreign corporation may or may not purchase bank stocks within 
that State. This, clearly, is unwarranted interference with the power of local 
authorities to determine the conditions under which a foreign corporation may 
domesticate or operate within the confines of a single jurisdiction. 


(4) Closure of capital markets 


Paragraph (c) in addition to its other faults, attempts to close outside capital 
markets to the banking industry. This is not only unrealistic but highly dan- 
gerous doctrine. 

If bank expansion, through bank stock purchase, is reasonably controlled (as 
we believe can be acceptably done and as we shall propose) there will be no need 
to distinguish between interstate and intrastate transactions. 

The “independents” attempt to eliminate interstate bank stock markets was 
objected to by Federal agency officials and the A. B. A. spokesman as follows, at 
the 1953-54 hearings: 

From memorandum of Federal Reserve Board ; ™ 

“In addition, the bill would prohibit any bank holding company or any of 
its subsidiaries from acquiring bank shares or assets across State lines xxx. 

“We believe that the Federal Government should not encroach upon the 
right of States to determine their own policies xxx as to bank holding 
companies.” 

From supplemental statement of American Bankers Association ; © 


49 A corporate owner of bank stocks and other securities which elected to dispose of its 
bank stocks to avoid bank holding company status might have a difficult time doing this 
since agency consent would be required. The effect on sec, 5 is even more startling “when 
it is realized that one of its objectives is the elimination of interstate investments. ‘By 
weet eient, then, would a Federal agency be interfering in proceedings of a purely local 
character 

% Hearings, 1953, pp. 49 and 123. 

5l Hearing, 1953, p. 50; and note (41) above. 

See sec. 2, discussion above. 

53 Hearings, 1953, pp. 39, 49, and 122. 

% Hearings, 1953, F 41. 

® Hearings, 1953—54, p. 120. 








534 CONTROL AND REGULATION OF BANK HOLDING COMPANIES 


“Comments: If this proposed policy as to local ownership were to become 
effective, it would seriously impair the marketability of the shares of stock 
of a bank. Lack of a suitable market for bank shares could depress the 
current price thereof and discourage bank shares as a desirable investment. 
Large banks in metropolitan areas as well as small banks in rural com- 
munities would be affected. The larger banks, which supply the bulk of the 
bank credit requirements of industry and commerce of our country, especially 
need substantial capital to do so. As a result, considerable of their capital 
is supplied by shareholders outside of their metropolitan areas. The shares 
of many of the large banks are widely held. 

At the present time there exists no restriction upon the geographical 
ownership of the shares of banks. Congress has expressly permitted branch 
banking where States permit it and therefore has expressly permitted the 
complete converse of local ownership in this respect. So far as the policy 
with respect to competition is concerned, such policy already has been 
declared in the Clayton Act and further repetition is unnecessary.” 

And even one of the “independents” made it evident that he, at least, con- 
sidered local markets as wholly inadequate. He said: 

“One other point should be stressed: In spite of the prosperous condition 
of our Nation, the unlisted and almost unmarketable stocks of our very best 
unit banks will frequently sell for prices far below their true book value. 
This creates a problem for the successful unit bank officer who may have 
grown old in the service of his bank with a large part of his estate tied up 
in the stock of that same bank.” ™ 

It would seem that the overzealous “independents” who are urging the adop- 
tion of this monstrosity they call a bank holding company bill, would not only 
promote Federal authoritarianism but would make it more effective by isolat- 
ing State departments behind 48 “iron curtains.” 


(5) The arbitrary standards of section 5 


Paragraph (0b) of section 5 represents an attempt to pay lip service to State 
Authority and is a concession which has never been included in prior proposals. 
The important thing to note about paragraph (0b), however, is that State 
authorities, and the comptroller, are granted a veto power which would shut off 
the receipt by bank holding companies of bank shares (whether as a result of 
purchase or from dividends, the exercise of rights or from liquidation) on the 
basis of a purely arbitrary decision not related to any test or standard. 
SECTION 6. INTERESTS IN NONBANKING ORGANIZATIONS 
Much has been made, over the years, of the evils inherent in the concurrent 
ownership of banks and other businesses and section 6 of the 1955 bills follows, 
in this respect, the philosophy of its predecessors.” In all the years of agitation, 
however, no advocate of bank holding company legislation has ever come for- 
ward with any evidence that legitimate bank holding companies, by reason of 
the ownership of other investments, have been guilty of illegal or unfair transac- 
a as between themselves (or their nonbank subsidiaries) and underlying 
anks. 


(A) The sole citation of an instance in which “diversity of investment” led 
to the plundering of an underlying bank.—The only exception to the customary 
broad, unspecific charges that “mixed investments are dangerous,” which has 
ever been recorded in any postwar hearing on bank holding company legislation, 
has been the citation (at the 1953 hearings) of the case of Bankers Discount 


Corp., a Texas finance company.” The facts were that, in 1953, this finance 
company, which was not at the time and never had been a “bank holding com- 
pany,” finding itself loaded with overdue paper of doubtful collectibility, con- 
nived with the controlling stockholder and president of certain Illinois banks to 
purchase from him his control of these banks. As part of the arrangement (or, 
at least, without objection from the president who presumably knew of the 
transactions), the finance company, after obtaining control, borrowed money 


%1d., pp. 80-81. 


5 Hearings, 1947, pp. 3, 15-16, 84-85, and 88; and 1950, pp. 37-39, 201-209. 

5 Hearings, 1953-54, pp. 485-487. 

5° This situation was considered of such importance to the case for bank holding company 
legislation that Bankers Discount Corp. was included in the Federal Reserve Board’s list 


of 1952 bank holding companies although Bankers Discount Corp. did not acquire any 
bank stocks until 1953 (hearings, 1953, p. 44). 
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from one or more of the banks and then, to make matters worse, loaded the 
banks with overdue and, perhaps, uncollectible paper. Thereupon the State 
authorities and FDIC ‘moved in.” “’ 

This was clearly a case of unconscionable dealing for a specific purpose which 
in nowise resulted from normal bank holding company operations and with 
respect to which alleged “bank holding company” ownership was purely inci- 
dental. The transactions were properly and adequately characterized as a fraud 
by the Deputy Comptroller of the Currency, Mr. L. A. Jennings, and by Mr. H. 
Earl Cook, Chairman of the Board of Directors of the Federal Deposit Insurance 
Corporation.” 

The Morris Plan Corp submits that before it is compelled to dispose of its in- 
vestments as required by section 6 of these bills, some better reason for this 
punitive and confiscatory mandate should be advanced than mere assertion which 
is supported only by reference to a corporate entity whose fleeting bank holding 
company status was but incidental to a fraudulent purpose. 

As the representatives of our Federal agencies have testified, as indicated 
above—and as every experienced legislator and lawyer is aware—it is difficult 
to eliminate crime, fraud and questionable dealing by legislative edict. Banks 
are constantly being plundered by officers and employees and we have no doubt 
that the banks of some of the “independent bankers” who are supporting this 
measure have been the victims of criminal or fraudulent action.” 

(B) The bank holding company record of conduct.—It is not surprising that 
the advocates of bank holding company law have been unable to point to any 
situation where a diversification of investments has caused bank holding com- 
panies to act unfairly toward subsidiary banks. The very record which they, 
themselves, have presented is conclusive evidence of the fact that this has not 
been so. 

For it is apparent from the Federal Reserve Board statistics which were 
submitted at the 1950 and 1953 hearings, that the great hulk of bank holding 
company systems which were in operation in 1933 are still in business today.” 
Since most of these have, as a result of holding “voting permits,” been under the 
supervision of the Federal Reserve Board as well as of the Federal Deposit 
Insurance Corporation and the Comptroller or State authority, it is obvious that 
none of them have been guilty of serious transgressions. Otherwise they would 
not, now, be in business. 

To this list of bank holding companies which have survived strict regulation 
for two decades, can be added the Equity Corp. and the Morris Plan Corp. (or 
its predecessors). These organizations have been in existence for almost 40 
years, and, with their banks and other affiliates, have been subject to the scru- 
tiny of Federal and State supervisory authorities and, since 1940, to the rigid 














































































































































































t requirement of the Investment Company Act of that year. 
% Surely, in the light of the record, the groundless innuendoes of corporate 
a wrongdoing emanating from a handful of biased witnesses will not justify the 
“ acceptance, by the Congress, of the philosophy of destruction which has been 
if written into the investment section (sec. 6) of this bill.” 
C- (C) Diversification for the favored few among bank holding companies.— 
Z While the independent bankers in section 6 of their bills are attempting to destroy 
most bank holding companies which own mixed investments, they are making 

od notable exceptions to their rule. 
ry Mutual savings banks have been completely relieved of bank holding company 
as liability under section 3 of H. R. 2674 and S. 880; and subsection (5) of para- 
mn, graph (c) of section 6 has unquestionably been designed to fortify this exemption. 
nt These banking enterprises would be able to expand without restriction and own 
ce anything they might desire so far as these Measures are concerned. The excep- 
m- tion has been made, furthermore, despite the fact that these savings institutions 
yn- can Carry on a variety of nonbanking activities and that some of them control 
to commercial banks.” 
or, In addition to excusing the mutuals from liability under their bills, the indepen- 
the dents are showing the same tender regard (as sec. 3 is now worded) for labor 
1ey unions and their welfare funds. 

* Hearings, 1953, pp. 60, 85, and 135; also (for factual presentation) 54, 103, 106, 109). 

*! See hearings, 1953-54, pp. 485-487. : 

® Bank embezzlements and “inside” depreciations are widespread (appendix A, pt. VI), 
any *, Hearings, 1950, pp. 54—56 ; a pp. 44-47 and 560. 
iar = Hearinee’ oo 518 ; also pp. 480-482; and appendix A, pts, II[ and V. 
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Thus the independents are excluding unregulated entities from liability under 
their proposals while holding responsible those corporate owners of bank stocks 
which are already, largely, thoroughly regulated as holding company affiliates 
or, in the case of the Equity Corp. and the Morris Plan Corp., as investment 
companies.” 

(D) Banks themselves, conduct a variety of business—More and more extra- 
curricular privileges are being extended banks by the Congress and by State 
legislatures. In certain jurisdictions banks can now buy a general list of common 
stocks, as has been recognized in section 6 (c), subsection (5). They are even 
permitted to organize and own investment companies, thus giving almost un- 
limited scope to the variety of their interests as, again, is recognized in section 
6. For many years banks have been making real estate loans and certain of them 
“an buy, sell, and deal in real estate—which means that they may speculate with 
depositors’ funds if they so desire. Under certain statutes, banks (savings 
institutions) can own and operate any property so long as they hold it in fee. 
This means they may own mines, oil properties, and manufacturing establish- 
ments. They can and do carry on businesses which once were done only by 
finance or personal loan companies. As a result of time sales 1 nancing, inven- 
tory lending, and the discouting of accounts receivable, they foreclose on all 
kinds of equipment and commodities with which they then deal as owner. They 
are authorized to conduct the business of insurance agents—selling all lines— 
and to act as loan brokers. Beyond this they have recently been given the right 
to sell life insurance in competition with established insurance companies.” 

The Morris Plan Corp. believes in the soundness of varied activity but in view 
of all that banks may do it is a little difficult to understand why bank holding 
companies, which are especially equipped for investment management, shou!d be 
denicd the privileges of diversification which are being extended banks. This 
is particularly true with respect to the Morris Plan Corp. which is operating 
under a law which Congress designed, specifically, for the regulation of institu- 
tions in the investment business—the Investment Company Act of 1940. 

And does it not appear somewhat inconsistent that a representative of a Federal 
agency should state that bank holding companies should not be permitted to own 
insurance companies (as the Morris Plan Corp. does) or conduct a real estate 
business when a multitude of banking institutions under Federal agency super- 
vision are carrying on these activities directly and, beyond this, are permitted, 
through investment, indirect interests in an almost unlimited variety of enter- 
prises.” 

The whole concept of stringent limitation of bank holding company investments 
is completely out of place and is made the more incongruous by the exemptions 
to which reference has been made. Incidentally, the exclusion of mutual savings 
banks from bunk holding company status once proved too much for the office of 
the Comptroller of the Currency. Mr. L. A. Jennings, Deputy Comptroller, had 
the following to say: 

“It is noted that in both 8. 76 and S. 1118 the term ‘bank holding company’ 
is defined to exclude any mutual savings bank. It is not apparent why there 
should be an exclusion from the provision of the legislation for mutual savings 
banks, and it is recommended that they not be excluded. 

“Senator Bricker. Is there a mutual savings system that is operating on a hold- 
ing company basis that you know of? 

“Mr. JENNINGS. There are mutual savings banks that have rather large hold- 
ings in banks, commercial banks, but they do not come within the present defini- 
tion of holding companies to the best of my knowledge.” 

In fact, the whole system of exemptions provided in S. 1118 was attacked by 
the Federal agency witnesses who appeared in 1953 as well as by Mr. Boyles, 
representing the American Bankers Association.” 

(E) Diversification is necessary if bank holding companies are to discharge 
their obligations.—The divestment section of these bills (sec. 6) is both imprac- 
tical and unnecessarily restrictive in that it would greatly limit the ability of bank 
holding companies to supply new capital to underlying banks. This is one of the 
important functions of bank holding companies. 

Section 6, which attempts to forbid diversification, emphasizes the distinctive 
philosophy of the bills which is, also, made apparent in section 5 where the theory 
of local markets for bank stocks is expounded. 



























































© Hearings, 1953-54, pp. 424-433. 
* Hearings, 1953-54. pp. 467-468, and appendix A, pts. VII and V. 
63 Hearings, 1953, p. 25. 
© Hearings. 1953, p. 48. 
7 Id., pp. 48, 49, and 121, 
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The experience of the Morris Plan Corp. indicates that the supervisory author- 
ities have never hesitated to demand that bank holding companies supply all 
needed capital to underlying banks whether or not all the stock is held by such 
companies." Neither have the authorities failed to call on bank holding “a 
panies for financial aid when independent banks have ben in difficulty. Ban 
holding companies could furnish this capital only because they, in turn, hav e been 
able to sell their own securities to the public. The ability to do this would be 
seriously curtailed if portfolio management were limited as is proposed in this 
BF) The independents themselves have been obliged to recogn ize the need for 
some type of diversification—Iin their 1953 proposals, the independents went so 
far as to permit bank holding companies to own investment companies registered 
under the Investment Company Act of 1940." This was the equivalent of saying 
that bank holding companies could, indirectly, own almost any type of business 

> ight desire. 

a Pree proposals are more restrictive than was that of 1953 but section (6) 
(c) (6) gives grudging recognition to the fact that bank holding company invest- 
ments cannot be limited to bank stocks alone. The ownership of common, voting 
shares, however, is limited to 5 percent of the outstanding. How this magic per- 
centage was selected—or why—is unexplained. In any event, it is certainly not 
related to the requirements of growth and appreciation and inflation offset with 
which most investment companies are properly concerned. It is not, either, an 
answer to the abiding unfairness of these measures which single out bank hold- 
ing companies for more drastic investment restriction than banks, themselves, 
and which permit mutual savings institutions, labor unions, and welfare funds to 
go free of restraint of any kind. 

(G) Compulsory liquidation, which is the objective of section 6, would tend to 
reduce bank competition rather than increase it——The independents have, for 
many years, rested their case for bank holding company reguiation on the pious 
plea that, without it, banking monopoly will result. The contentions of the in- 
dependents on this point have, on the record, proven wholly false and misleading 
and are, clearly, insincere.“* On the other hand, confiscation is the continuing ob- 
jective of all of their proposals and its consequences must be fully appraised. 

One of the obvious results of the program offered by the independeuts will be a 
reduction in the number of competing banking facilities. This will be so not only 
because the tendency of the measures which have been proposed will be to re- 
duce the flow of capital into shares of banks (as was pointed out above and in 
our discussion of sec. 5, but, also, because legislation such as this will, inevitably, 
cause bank liquidation. 

With respect to Equity and the Morris Plan Corp., segregation would much 
more logically take the form of the liquidation of banks than of other assets. The 
reasons for this are that the bank investments of these companies are a small 
fraction of their total investments and the return on bank shares is not as great 
as the return from other sources. In any liquidation of our banks, furthermore, 
there is no assurance that this would not have to take the form of a complete 
winding up of some of these institutions rather than a sale of assets or consolida- 
tion which would result in a maintenance of facilities. As we pointed out in 1954, 
we have tested the market and we have found that there would be none for many 
of our offices. 

Our own experience, in disposing of banks and bank offices, indicates that the 
independents are grossly misleading the members of this committee when they 
assert: 

That theirs is not punitive legislation ; 

That bank holding companies will be under “no compulsion to sell their 
banks” ; and 

That “homes will be found” for these banks in any event.” 

This is nonsensical propaganda. The proposals the independents have sub- 
mitted call for confiscation—and that is punishment: the best interests of our 
50,000 to 55,000 stockholders will furnish the compulsion; and, although the 





















































Since 1945 the Morris Plan Corp. has supplied additional capital for its underlying 
banks as follows: It has invested almost $2% million of stock of capital and it has con- 
tributed $6% million as its share of retained earnings ; and it has arranged $3 million and 
hote capital (total some $12 million) for its underlying banks (appendix A, pt. VII). 

“ Hearings, 1953-54, p. 428. 








“S. 1118. sec. 6 (b) (6); hearings, 1953-54, pp. 427-428. 
‘“* Sec. 2, discussion, above. 


*® Hearings, 1953-54,pp. 415-416. 
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independents glibly state that “homes can be found” for our banks they have 
nowhere guaranteed a purchaser or a purchase price. 

Furthermore, by way of making their bad legislation worse, the independents 
have failed to provide tax relief to meet those situations where banks rather 
than other assets must be sold. 

This destructive result has been accomplished in section 11 of the 1955 bills 
(as was the case in prior bills) where tax relief is provided only in those cases 
where bank holding company status is maintained. That this harsh feature of 
the 1955 proposals has been provided, deliberately, is plainly evident both from 
the fact that we have repeatedly protested against it without avail and because, 
equally deliberately, provisional exemption has never been included as we have 
pointed out in our discussions, above, of section 3 and 4.” 

In sum, then, the independents are not only proposing enforced liquidation 
but are attempting to compel corporate holders of bank stocks to accept bank 
holding company status because of the penalties involved in avoiding it. 

We wonder whether the Congress and our banking authorities can really be 
made to believe that the services our banks are rendering to almost 1 million 
people should be shut off as the independents are proposing? We wonder, too, 
whether they can believe that our stockholders should be made to take the losses 
which will attend the auction sale of investments which were legally made many 
years ago and which have been legally held and reasonably administered since 
their acquisition? 

(H) Regulation rather than confiscation should be the solution.—The truth 
about the position of those who advocate the destruction of bank holding com- 
panies which own mixed investments is that they are unwilling to accept the 
principle of regulation although they protest that regulation is all they are 
seeking. If the witnesses who have appeared in support of bank holding com- 
pany law are sincere in their statements that they are not bent on the destruc- 
tion of bank holding companies then let them bring forward a real regulatory 
measure in place of the destructive bill they have presented. 

There is ample evidence of the efficacy of regulation directed at all forms of 
unfair dealing. The Congress adopted this principle when it passed the Invest- 
ment Company Act of 1940 and, in the years which have passed, the Securities 
and Exchange Commission has demonstrated the soundness of this approach. 
All that is required is the insertion in any new law, or in any amendment to 
existing law, of provisions based on those contained in section 17 if the Invest- 
ment Company Act of 1940 as representatives of the Morris Plan Corp. have 
steadfastly contended since 1947." 

We plead guilty to mixed investments and the ownership of banks which are 
not located in the State in which the Morris Plan Corp. has its principal office. 
All of the investments of the Equity Corp. and the Morris Plan Corp. (in other 
interests as well as in banks) were proper when made and they have been held 
without the violation of any law ever since—for almost a decade and a half 
under the careful scrutiny of the Securities and Exchange Commission. 

What we want, now, from the independent bankers who are bent on destroy- 
ing us—and what we think we, and other legitimate bank holding companies are 
entitled to have—is a bill of particulars outlining the depredations for which 
we are responsible resulting from : 

(1) Our ownership of bank stocks, whether within or without the State 
in which we are incorporated ; or 

(2) Our ownership of, or close association, with, businesses other than 
banking. 

We, also, wish to know why it is that our status under the investment Company 
Act is not being recognized and why, instead, we who are regulated as investment 
companies are being discriminated against while mutual savings banks, unions 
and their welfare funds and others are being extended the freedom of action 

which is permitted under sections 3 and 6 of these inept and undemocratic bills? 







BORROWING BY BANK HOLDING COMPANY OR ITS SUBSIDIARIES 





SECTION 7. 


This section is both inadequate and unfair for the following reasons: 
(A) While strictly limiting dealings between bank holding companies and 
underlying banks, it fails to prohibit loans to individual bank officers, directors 


7% Hearings, 1953-54, p. 415. 
7 Hearings, 1953-54, p. 447. 
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and controlling stockholders (whether or not bank holding companies) and the 
various affiliates of such persons, although these restrictions against individual 
dealing were, long ago, inserted by the Congress in the only important regulatory 
holding company measure it ever adopted, the Investment Company Act of 1940; 
and 

(B) Due to the exclusion granted under section 3, it, again especially favors 
mutual savings institutions, labor unions, and welfare funds which own the 
shares of banks from which these privileged stockholders (and their officers and 
employees) might borrow without limitation. 


SECTION 8. RESERVATION OF RIGHTS TO STATES 


This is a meaningless recognition of State authority with which the Federal 
agencies could not constitutionally interfere in any event. 


SECTION 9. HEARINGS AND REVIEW 


Although most of our previous criticism of this section has been met, the 
section, in view of the harsh penalties of section 10 against individuals, should 
provide: 

(A) For a definite time limit after which an appeal for nonaction may be 
taken; and 


(B) For the specific right to contest Board regulations and orders. 
SECTION 10. PENALTIES 


In accordance with the objection indicated with respect to section 9, if individ- 
uals are to be subjected to heavy fines and to imprisonment for violation of such 
orders or regulations as the Board may choose to issue or make, it should be 
clearly stated that this punishment shall not be meted out if an appeal is taken. 


SECTION 11. TECHNICAL AMENDMENTS 


This section is badly and dangerously drawn and is glaringly deficient in the 
following particulars: 

(A) In addition, to the regulation of State nonmember banks under H. R. 
2674 and S. 880, State member banks would be further subjected to Federal 
agency control under the holding-company-affiliate sections of the present law ; 


Norre.—If the elimination of Revised Statutes, section 5144 is intended 
(as certainly should be the case), the intention should be clearly expressed. 


(B) The tax exemption features of this section would be entirely unfair and 
inadequate in that they contemplate the separation of nonbank interest from 
bank interests only as a result of the spin-off of nonbank interests and not 
through the medium of a spin-off or liquidation of bank interests; 

(C) In other words, potential bank holding companies would be penalized for 
attempting to free themselves of bank holding company liability, even though 
good judgment might decree this course. 


Note.—Bank holding companies desiring to affect segregation by means 
of liquidation or through the spin-off of their bank interests would, never- 
theless, be required to register as bank holding companies under section 4 
of H. R. 2674 and S. 880 due to the fact that section 4 does not give the right 
of provisional exemption. 


Part V. Conclusion 


While the Morris Plan Corp. has attacked the technical provisions of S. 1118, 
much of this type of criticism has been made by witnesses who have, apparently, 
been supporting the philosophy that bank holding company law is desirable. 


CRITICISM OF AGENCY REPRESENTATIVES 


The Federal agency representatives, and a spokesman for the American Bank- 
ers Association, during the 1953 hearings, made a shambles of the legislative 


viewpoint of the independents as expressed in their 1953 proposals. They ob- 
Jected to the following : ™ 


*% Hearings, 1953-54, pp. 443-444. 
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(1) The basic philosophy of the bill that bank holding companies have the 
characteristic of banks and that bank holding company operations are the equiv- 
alent of branch banking: 

(2) The principle that control can mean something less than the power to elect 
a majority of the members of a board of directors ; 

(3) The assignment of unlimited discretion to a Federal agency to determine 
bank holding company status without reference to a definite, measurable stand- 
ard; 

(4) The unwarranted exemption, from bank holding company status, of such 
“favored classes” as mutual savings institutions and the inexplicable exclusions 
which vitiated the divestment clauses of the bill; 

(5) The interference with property rights (such as stockholders’ proportion- 
ate stock and liquidation rights) proposed by the bill and its attempt to override 
State laws regulating the conditions of entry of foreign corporations ; 

(6) The bill’s doctrine that bank capital should be raised only on local mar- 
kets ; and 

(7) Its failure to provide tax relief where compulsory liquidation may result 
in the sale or distribution of bank stocks. 


CRITICISM OF THE MORRIS PLAN CORP, 


The Morris Plan Corp. has added technical objections directed at the pyramided 
liability and multiple regulation which have been inherent in recent proposals. 
We have, also, attacked the failure to include “provisional exemption” features; 
the “favoritism” extended to mutual savings institutions, labor organizations 
and capital pools; and the attack on State authority and the dual banking 
system.” 

RESPONSE TO BASIC CHARGES OF INDEPENDENTS 


On the basic allegations around which the independents have attempted to 
build a case for their bill, to wit: Uncontrolled, monopolistic expansion and 
unfair dealing resulting from the coownership of banks and other things, the 
Morris Plan Corp. has provided detailed answers. 


THE EVIL OF UNCONTROLLED EXPANSION AND RESULTING MONOPOLY 


We have pointed to the fact that the statistical data submitted during the 1953, 
and previous, hearings proved, conclusively, the very reverse of what was in- 
tended. We have demonstrated, using the Federal Reserve Board's own figures, 
that bank holding company banks have decreased in number over the years and 
that the net expansion which has taken place has been through branch bank 
establishment which has always been completely controllable. 

As for monopoly, it was clearly evident, in the same statistics, doctored as 
they were to include inappropriate data, that the aggregate of bank holding com- 
pany resources would constitute but a small proportion of total banking assets. 
We offered, in supplementation, specific data relating to the bank holdings of 
the Morris Plan Corp. emphasizing the absurdity of the monopoly charge of which 
the independents have made so much.” 


THE EVIL OF “MIXED INVESTMENTS” 


The independents have sought to prevent bank holding company diversifica- 
tion on two grounds: First, that bank holding companies are like banks and 
should, therefore, be similarly restricted in their investments; and, second, that 
diversification leads, naturally, to unfair dealing. 

In support of their argument that the confiscation they are advocating is jus- 
tified, the independents, in 1953, produced, for the record, the only case of “bank 
holding company depredation” to which they have ever been able to point. This 
was @ case, however, in which temporary bank holding company status was ac- 
quired only as an incident to barefaced fraud. The independents have yet to cite 
a single instance in which legitimate and established bank holding companies 
have engaged in unconscionable transactions of any kind. 

We will not repeat our detailed arguments against the position of the inde- 
pendents and in favor of the principle of spreading investments. Suffive to say, 


7 Pt. IV. sectional analysis, above ; and hearings, 1953—54, p. 444. 
8 Pt. IV, sectional analysis, above; and hearings, 1953-54, pp. 444-445. 
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diversification typifies American enterprise in its operations as well as in port- 
folio management. Even in the case of banking institutions increasing latitude 
is being granted. In fact, it was in recognition of this truism, no doubt, that 
the independents, themselves, have provided for such notable exceptions to their 
divestment section as to make it meaningless.” 


WHAT REALLY NEEDS TO BE CORRECTED ? 


One Federal representative testified, in response to a direct question that the 
“unrestricted ability of the holding company to expand” is the principal hazard 
of bank holding company operation.” Another representative stated the problem 
in this fashion: 


“A bank holding company should be prevented from acquiring bank stocks 
or merging with other bank holding company except with the prior approval 
of the administering agency.” ™ 


SHOTGUN LEGISLATION NOT REQUIRED 


What is at issue, then, is the need for controlling the direct or indirect acquisi- 
tion of shares of banks and, perhaps, some tightening of the control over dealings 
between affiliated persons and underlying banks. It is this small target at which 
the independents have fired their legislative broadside. 


THE REMEDY 


The Morris Plan Corp., has, in past hearings, argued that the bank holding 
company problem had been overstated and has urged that a much simpler solution 
be found than some new, untried, involved, arbitrary piece of legislation such 
as that fostered by the independents. We have proposed, in substitution, the 
correction of existing weaknesses through the amendment of law now in force.™ 
It is still our belief that all reasonable requirements of the banking authorities 
can be met by this simple means. 


WHAT OF THE FUTURE? 


Bank holding companies have spent an unconscionable amount of time and 
money, over the past decade, in defending themselves against thhe unwarranted 
attacks of the independents who seem determined to bring about their destruc- 
tion. To our own companies—Equity and the Morris Plan Corp.the total cost, 
if time is considered of value, would be at least $100,000. 

We have objected, in good conscience, to the proposals which the independents 
have made because we have believed them to be dangerous and unnecessarily 
destructive. We have not opposed regulation, as such, since we are now com- 
pletely regulated, although we have objected, strenuously, to the multiple regu- 
lation which the independents would impose upon us. 

During the years in which we have been engaged in this struggle countless 
hours of precious time have been spent by busy members of the Congress in com- 
mittee hearing rooms on measures, sponsored by the independents, which, on 
analysis, prove to be but the shopworn bills of another day. Invariably, they 
contain the same false doctrine and punitive approach of their predecessors and, 
in the end, no committee of the Congress will accept them. 

Can we not put and end to this costly and time-consuming procedure? 


"Td, 

@ Hearings, 1953-54, p. 24. 

% Hearings, 1953. p. 16. aa 

At p. 50 of the hearings of 1953-54, the Deputy Comptroller of the Currency testified 
as follows: 

“Under the Federal statutes, and the State statutes in those States permitting branch 
banking, the prior approval of the appropriate bank supervisory authority is required to 
the establishment of branches. Moreover, the purchase of a bank’s assets and the assump- 
tion of its deposit liabilities by another bank must receive the prior approval of the Comp- 
troller of the Currency if the purchasing bank is a national bank, the Board of Governors 
of the Federal Reserve System if the purchasing bank is a State member bank, and the 
Federal. Deposit Insurance Corporation if the purchasing bank is an insured nonmember 
State bank, provided the capital and surplus of the acquiring bank would be less than the 
aggregate amounts of capital or surplus, respectively, of the banks involved. In addition, 
all consolidations and mergers of banks must be approved either by Federal or State 
authorities, therefore adequate supervisory coverage is already provided for instances 
involving the acquisition of assets, consolidations, and mergers, so it is recommended that 
sec. 5 (b) of S. 1118 be eliminated.” Ls 3 

See, also, Morris Plan argument to this effect in past hearings: 1950 hearings, p. 236. 

“ Hearings, 1953—54, pp. 414-416. 
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The Congress, long ago, set up an agency to which it entrusted the drafting 
and administration of holding company legislation. This agency is experienced 
in supervising investing entities. It understands their requirements and knows 
their weaknesses. 


Would it not be possible, at long last, to refer the problem of bank holding com- 
pany legislation to the Securities and Exchange Commission for study and 
recommendation with respect to the need for legislation and, if required, the 
form it should take? 


Equity and the Morris Plan Corp. will continue to defend themselves, if they 
must, against the outrageous attacks to which they have been subjected. We 
urge upon this committee, however, the palpable unfairness involved in our con- 
tinued exposure to the recurring threat of legislation which, by its very inaction, 
the Congress has branded “unacceptable.” We ask that the 1955 proposals of 
the independents be rejected as have their predecessors; and that some step 
be taken designed to settle, with finality, a problem which has been magnified 
beyond all need or reason. 

The Crarmman. You may proceed. 

Mr. Hunrineron. Now, Mr. Chairman, I appreciate the oppor- 
tunity of appearing. I have been appearing on bankholding company 
legislation for the past 10 years. Some times I have stood alone before 
this committee as the only witness in opposition, and I am here again 
because I believe this bill of yours is an unfair and arbitrary and an 
undemocratic piece of legislation, and that this committee is entitled 
to hear the other side in giving consideration to whether or not this 
bill should be enacted into law. 

My connections with the Equity Corp. and the Morris Plan Corp. 
are that I am chairman of the board of the Equity Corp. and presi- 
dent of the Morris Plan Corp. 

The Equity Corp. controls the Morris Plan Corp., owning approxi- 
mately 70 percent of its outstanding voting shares. The Equity Corp. 
is a registered investment company, registered under the Investment 
Company Act of 1940, and it was the first company of all investment 
companies to be so registered, so that we have been operating under 
the provisions of that act for the past decade and a half. 

By virtue of the fact that the Equity Corp. controls the Morris Plan 
Corp., and other interests—industrial, insurance, and other fields— 
all of those interests and all of those companies are subject to the 
provisions of the Investment Company Act, and are all under the 
regulations of the Securities and Exchange Commission. 

I make a specific point of our registration and regulation under 
the Investment Company Act because that is a point which we have 
always made, and it is a point which has been studiously avoided and 
overlooked by the proponents of bank-holding company legislation. 

I would also like to make the point that I am registered under the 
Lobbying Act as a registered lobbyist, and always have been. I take 
it that we have a right to defend ourselves, perhaps without registra- 
tion, but since I have appeared so regularly I have registered. I don't 
know that the independent bankers, “who have been the proponents of 
this legislation for so many years, are registered. They weren’t last 
year. ‘Whether they should be or not, is a matter, of course, of con- 
gressional determination, but I do want to record the fact that I my- 
self am a registered lobbyist. 

Now, I want to approach this bill by making a section-by-section 
analysis of the bill because I think that is the best way to deal with it, 
and before I do that I would like to look at some of the charges which 
the independent bankers have been making over the years against 
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those of us who are holding company entities. I find that this bill is 
substantially similar to last year’s bill, which we opposed, and which 
was sponsored by the independent bankers, as "sa stated, and I 
assume, therefore, although I have not had time to read the testimony, 
that they are the principal proponents of this bill this year. 

Now, the independent bankers, through the years, have been justify- 
ing the legislation they have been presenting to successive committees 
of this Congress, really on two grounds, and those two grounds are 
that they find an evil in the form of monopoly resulting from what 
they call uncontrolled and illegal bank-holding company expansion, 
and the other evil, which they conjure up, is the evil of mixed invest- 
ments, which relates, of course, to their divestment section, section 6 
of this bill, as it was section 6 in S. 1118 of last year. 

What have they presented in support of these allegations of evils? 
The only statistical evidence they ever presented was presented in 
1953 and 1954, at which time they introduced a statistical exhibit to 
which I will make more complete reference later on, and this exhibit, 
even though it contained what we alleged last year, and what we 
pointed out to be obviously misleading information, in that certain 
bank-holding company statistics were included, as at the end of 1952, 
when, as a matter of fact, then they did not at that time—in one case 
they were not at that time a bank-holding company, and in the other 
case they did not, at that time, hold the securities and the ownership 
of banks which was represented in this exhibit. The actual truth was 
covered in another footnote in fine print, but the body of the statistics 
made the representation that these two units should be included in the 
1952 statistics, and they were not properly included. 

Except for that statistical exhibit, which, incidentally, I think, as 
[ will be able to show you later on, provided the exact opposite of 
what was intended, except for that we have had nothing from the 
independents in their testimony of previous years except a lot of un- 
supported assertions, and, in my statement, on page 11, and 2 or 3 
pages following, I paraphrased some of those assertions. I just want 
to reemphasize 2 or 3 of these paraphrases, which I submit, if you 
examine the testimony itself, are pretty accurate paraphrases. 

For example, going back to page 11 I have this paraphrase which 
relates to unregulated expansion and banking monopoly: 

The ability of bank-holding companies to make bank purchases lends itself 
to an increasing use of vast resources that can be controlled and used for the 
benefit of bank holding managers. 

I just want to say that in our case—as a matter of fact, in the case 
of all bank-holding companies—the business of the banks, and the 
operations of the banks, are surrounded by a large body of law. In 
our case, under section 17 of the Investment Company Act of 1940, 
with which I am sure you gentlemen are familiar, no stockholder, no 
employee, no officer, no director, no affiliated person of any kind, no 
associated company, no subsidiary. no parent company, could deal 
with any bank without the consent of the SEC on a section 17 order. 

You gentlemen are thoroughly familiar with that: therefore, a 
statement of this kind is not only, on the theory of the Investment 
Company Act, but because of the general laws which surround bank 
operations, a completely untenable statement. 
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Going back to page 13, we find a statement such as this: 


Bank holding company monopoly may lead to Federal ownership of banking, 
to socialism. 

That was a statement which was made. Well, that statement was 
made many times by these independent bankers, and they have cited 
Carl Marx, but if they go back and study Carl Marx they will find 
that what he was talking about was the centralization of credit in the 
hands of a Federal bureaucracy, not in the hands of private owners or 
owners of the community. 

Another paraphrase, going back to page 13, toward the middle of 
the page: 

Bank-holding companies circumvent the law by establishing their branches 
across State lines when banks cannot do this. 

Again, that is what we have had all through these hearings, a confu- 
sion of bank-holding-company banking and branch banking. They 
are not anywise alike and I will cover that again a little later. 

Then at the bottom of the page: 


A fundamental principle of banking is that banks should not own businesses. 


The unfortunate thing, however, is that banks do own businesses 
as I intend to show you later—all kinds of businesses. 
The next paraphrase is— 


Through the bank-holding company device the bank can evade the legal prohibi- 
tion against indulging in outside businesses. 

A bank cannot engage in outside businesses unless the statutes permit 
it to do so. I will show you that under the statutes of a number of 
jurisdictions ; banks are permitted to engage in outside businesses, and 


do engage in outside businesses, and do own all kinds of businesses. I 
will go into that again later on. 

Now, what type of legislation are the independents proposing to 
meet these two evils they have talked about? That is to say, the evil 
of uncontrolled expansion, which leads to monopoly, and the evil of 
mixed investments by which they mean the evil of unfair dealing 
which comes from owning banks and other things. 

Well, they have proposed a piece of legislation here which I shall 
go through section by section, but it seems to me this legislation does 
the following: First, it characterizes the common ownership of several 
banks as the equivalent of branch banking. It treats investment com- 
panies owning bank stocks as if such companies were banks, although 
these investment companies do not and cannot exercise the normal 
distictive powers and prerogatives of banks. 

Second, it assigns bank-holding company liability to certain cor- 
porate stockholders and to groups of individuals, working in concert, 
while exempting other owners of bank stocks, such as mutual savings 
banks, labor unions, and labor union welfare funds. 

Third, it imposes this liability on minority interests, thus placing 
on minority stockholders the responsibilities of dominant ownership. 

Fourth, it renders this unfair test a nullity, by giving the Federal! 
Reserve Board as the administrative agency the right to assign bank 
holding company liability on an arbitrary basis without reference to 
any standard whatsoever, other than the Board’s own whimsical 
finding of controlling influence, whatever that may mean. 
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Fifth, it renders impractical if not impossible an appeal from a 
Federal Reserve Board finding of bank holding company liability, 
since there would be no test, no formula, against which a court might 
weigh the fairness and the reasonableness of the Board’s determina- 
tion. And even the independent bankers, in past years, have objected 
to that. 

Sixth, it subjects corporate owners of bank shares to bank holding 
company liability without the protection of provisional exemption, 
which would preserve the status quo pending an appeal, although 
provisional exemption clauses were included, by the Congress, in 
every holding company act they have ever passed, including the 
Investment Act of 1940, and the Public Holding Company Utility 
Act of 1935. 

Seventh, it would make bank holding company status unnecessarily 
burdensome through pyramided liability, and by that I mean, in our 
own case, even though the Morris Plan Corp., which is owned by 
Equity, qualified as a bank holding company, and even though, as 
a result of that our underlying banks and all our other activities, 
not only protected as they are by the Investment Company Act, 
would be further protected by this bank holding company legislation, 
they still want to make Equity a bank holding company and make 
it so register, in addition to it being registered as an investment 
company. 

In addition to that, there is also pyramided liability with respect 
to Federal Reserve members, because they are imposing this bill on 
top of Revised Statutes section 5144, which contains the holding com- 
pany affiliate sections, where, with respect to bank holding companies 
controlling at least 87 percent of all the deposits of bank holding 
companies, are already under Federal Reserve Board regulation. 

Eighth, it would subject bank holding companies to multiple regu- 
lation by failing to exclude those which are registered under the 
Investment Company Act of 1940, and by continuing Federal Reserve 
Board regulation under the holding company affiliate sections, to 
which I have just referred. 

Ninth, it would destroy normal property rights. Just think of 
this. Including the right to subscribe for proportionate shares of 
new stock, or to receive stock dividends, or to receive a pro rata share 
of assets on dissolution, thus abridging State law and authority and 
also the National Banking Act. 

‘Tenth, it would alter State laws on the domestication of foreign 
corporations, and would establish the principles that Congress should 
restrict the flow of bank capital across State lines. 

Eleventh, it would dictate to the States the extent to which may 
be made investments within a given State, confined to the stocks of 
banks located wholly within that State, thus restricting capital 
markets even more. 

Twelfth, it would bring about the compulsory liquidation of invest- 
ments in the implementation of a nonproven theory that diversifica- 
tion is dangerous. It would make a mockery of the requirement of 
divestment through exclusions which would give unlimited direct 
diversification to a favored few, like the mutual savings banks, while 
excluding the rest of us including those of us registered under the 
Investment Company Act of 1940, which was designed to give 
diversification of investment. 
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It would provide for this type of confiscation without affording 
tax relief in those instances where bank-holding company status is 
not desired. 

If we didn’t want to remain a bank holding company, nevertheless 
under this bill we cannot spin off our banks or sell them, or liquidate 
them or dispose of them tax free. We can only do that with respect 
to our other investments. We are being forced to become a bank 
holding company whether we like it or not, and whether or not that 
is a major portion of our investments. 

Fifteenth, to compel the sacrifice of nonbank investments solely be- 
cause the proposed tax relief is deliberately designed to force potential 
bank holding companies to remain bank investments, although good 
business judgment might dictate liquidation of those bank investments, 
and, finally, to threaten State authority, and our dual banking system 
by presuming to interfere with property rights and statutory proceed- 
ings granted or taken under State law, all the State laws dealing with 
the domestication of foreign corporations, regulate the affairs of State 
nonmember banks, and of intrastate bank holding company systems. 

Those, I think, are the things that this legislation proposes to do to 
us. And now I would like to examine, section by section, this bill 
which they have presented to you, and I might say that the 2 or 3 little 
changes which the independents have made in this bill over the bill 
which they had last year are fairly inconsequential. 

The Cuairman. As long as it looks like we cannot get through be- 
fore lunch we will adjourn now and come back at 2:30, when you will 
be able to proceed. 

Mr. Hunrineron. Thank you, Mr. Chairman. 


(Whereupon, at 12:12 p. m., a recess was taken until 2:30 p. m. of 
the same day.) 


AFTERNOON SESSION 


The committee reconvened at 2:30 p. m., the Honorable Brent 
Spence, chairman, presiding. 

Present: Representative Spence, chairman, and Representatives 
Brown, Patman, Multer, O'Hara, Mrs. Buchanan, Mrs. Sullivan, 
Fountain, Mrs. Griffiths, Vanik, Wolcott, Talle, Kilburn, McDonough, 
Betts, Hiestand, and Nicholson. 

The Cnamman. The committee will be in order. 

Mr. Huntington, you may continue with your statement. 

Mr. Huntineron. Mr. Chairman, in the few moments I had before 
adjournment this morning I was trying to outline some of the histori- 
cal concepts on which the independent bankers, who have introduced 
legislation from time to time, have based their case for bank holding 
company law, and I have tried to outline some of the supporting testi- 
mony which they had introduced in the past, which consisted of one 
bit of statistical evidence and a large volume of assertions to which I 
have referred in my statement, and I also gave a short résumé of what 
I believe would be the consequences of this particular bill if it were to 
pass, which I have outlined on pages 14 to 16 of my prepared state- 
ment, and I made a point, in this earlier statement, of referring to the 
regulated status of Equity Corp., and the Morris Plan Corp., and all 
of our affiliated companies, and all of the affiliated individuals of those 
companies, because we are all supervised by the SEC under the In- 
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vestment Company Act of 1940, and I wanted to refer to that also 
because I think it 1s only fair to say that under those circumstances 1t 
must be apparent that we are not coming here to oppose legislation 
because we fear regulation, because certainly no one could be more 
stringently regulated than we are under the Investment Company Act, 
and, therefore, I want to make it plain that what we are objecting to 
is the destruction and annihilation, the confiscation, which this bill 
would bring about, the multiple regulation, and the pyramiding of 
regulation. 5 mare 

Also I am objecting to its utter disregard of other legislation 
solemnly passed by the Congress to regulate the sort of activities in 
which we are engaged, and the kinds and types of investments which 
we have made pursuant to the law which was passed for that purpose. 

And I suggested that, to give my views in necessarily detail of some 
of these subject matters, perhaps the best thing to do would be to ana- 
lyze this bill, if you don’t mind, section by section. I will try to do 
it as rapidly as possible. 

Some of the things about the bill I suppose have been said by other 
people, but perhaps they have not been said from the vantage point of 
the position in which we sit as a regulated investment company. 

I would, first, like to discuss the problems of section 2, that is the 
declaration of policy section, and the declaration of policy as set forth 
in this bill is the same as it was in S. 1118 last year, and as in predeces- 
sor bills which we have heretofore opposed. It states the concepts 
with which I just cannot agree, and I cannot see any rhyme or reason 
for them, or any need for them, as a matter of fact. 

These concepts are that bank holding companies resemble banks, 
that bank holding companies are the equivalent of branch banking sys- 
tems, and that bank holding companies, therefore, should be regulated 
as banks, and their operations should be subject to all the limitations 
imposed on the operations of banks. 

There is also another concept, that bank holding company expansion 
has been beyond the control of the authorities, that it has been in con- 
travention of the laws governing the establishment of branches, that it 
has been excessive, and that it has led or will lead to banking and 
credit monopoly. And I hope to show you on the statisties, which the 
very proponents of legislation have themselves submitted, that this 
just has not been so. 

There is another concept, that bank holding company ownership of 
other investments in addition to banks will lead to unfair dealing and 
expose underlying banks and their depositors to loss from dominant 
stockholder depravation, and I hope to show you also, before I am 
through, that that has not been proven, and that certainly in the case 
of our companies it would be almost impossible for those depravations 
to occur. 

I shouldn’t think that I would need to waste my time on the question 
of whether a bank holding company is the equivalent of branch bank- 
ing systems. Of course, a bank holding company is nothing like a 
bank. It is an investment company. It was so declared to be by the 
Congress when it passed the Investment Company Act of 1940. The 
investment company characteristics of bank holding companies were 
specifically recognized at that time, as indeed they have been in other 
legislation such as the holding company affiliate sections of the law. 
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But bank holding companies, as such, that is to say investment com- 
yanies which wholly or in the main carry investments in the form of 
fank stocks, would have been included, as investment companies, un- 
der the Investment Company Act, with the note for the specific ex- 
emption which is contained in section 4 (c) (3) of that act. 

As a matter of fact, I worked on that act with the Securities and 
Exchange Commission, in company with many other investment com- 
pany officials, for over 2 or 3 years, and originally every company, 
every investment company, was included under the Investment Com- 
pany Act, and it was only as I recall it by specific request of the 
Federal Reserve Board that an exception was put in that act, 4 (c) (3), 
under which holding company affiliates, that is, investment companies 
which were then under the regulation of the Federal Reserve Board, 
were excluded. 

But certainly in that act, and all through that act, and all through 
other legislation which the Congress has heretofore adopted, the in- 
vestment company characteristic of bank holding companies has been 
recognized. And that is what they are. They are simply investors 
in securities, and the fact that a preponderance of those investments 
is in the form of bank stocks, or as under this bill is provided that any 
investments practically are in the form of bank stocks, characterizes 
them, for the purpose of the kind of legislation the independent 
bankers want, but simply by saying that bank holding companies are 
the equivalent of banks, the independent bankers cannot make us 
banks. We exercise none of the powers of banks, we cannot take 
deposits, we cannot make loans, which are regulated and governed 
by State or National laws; we cannot exercise trust powers; we cannot 
carry savings accounts; we cannot do any of the things which are the 
special privileges and prerogatives of banks. We are solely invest- 
ment companies. AIl we can do is to buy securities or buy properties, 
or do the other things that any other business corporation in this 
country can do—General Motors, GE, US Rubber, or any other busi- 
ness corporation. 

Therefore, we are not like banks, and to say that holding company 
groups are the equivalent of branch banking systems, I think, simply, 
is ridiculous. It is a poor statement. If we go and buy the stock 
of a bank in a given State or town, that same facility, that same 
institution is there before we buy it as it is there after we buy the 
stock. We haven’t changed its deposits, we haven’t touched its de- 
posits, we haven’t touched its loan portfolio, we haven’t changed any 
aspect of its operations. It still operates under the aegis of the author- 
ities, whether they be Federal or State, and we have simply acquired 
some stock in that institution. 

I am going to pass on from that because it doesn’t seem to me that 
that is a point that needs to be labored. 

Now, on the question of the allegation of the independents, which 
they have made consistently over the years, that bank holding com- 
pany expansion has been uncontrolled expansion, they submitted last 
year, in 1953-54 hearings, some statistics which I suppose were de- 
signed to prove that bank-holding company expansion had been illegal, 
that it had been beyond the control of the authorities, and I have taken 
these statistics and put them in the form of a chart, which you have 
before you, I believe, which is labeled “Appendix A, part 9, exhibit 4.” 
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These are the statistics of the proponents of bank holding company 
legislation as submitted last year, and you will observe that, quite 
to the contrary of the contentions made by the proponents of bank 
holding company legislation, over the two decades which were covered 
by those statistics, bank holding company growth, as indeed all bank 
growth in this country, practically, has come as the result of branch 
expansion, branch establishment, and not as a result of the purchase 
of banks, because you will see that, with respect to all commercial 
banks, the actual decrease in number of banks outstanding was 2.8 
percent, just under 3 percent; whereas for bank holding companies 
as a whole the number of individual banks held by them decreased 
22 percent, and 26 percent for the Morris Plan Corp.—and that would 
be nearer 40 percent for this year because in the course of the past year 
we sold three banks. 

Now, where did the increase come from? On the righthand side of 
that chart you will see that the increase for all commercial banks, about 
99 percent, came from the extension of branches. The same was true 
of the bank holding companies as a whole, to a lesser extent, that is 
to the extent of 77 percent, and for our own Morris Plan banks what 
increase we had also came through branch establishment, and that 
was some 37 percent over that 20-year period. 

Therefore, there hasn’t been any uncontrolled expansion, because 
when a branch is established the authorities must pass on that, State 
authorities, and FDIC, or the national authorities, and the FDIC, as 
the case may be, depending on. whether what is involved is a State 
or National bank. 

We have heard this cry of monopoly for a long time. As a matter 
of fact, when bank holding company legislation was first proposed 
back in 1933, I think some of you will remember that the contention 
was then that banking was too competitive and, therefore, they had to 
have bank holding company legislation to control that. Of course, 
later on, when as a matter of fact, when I first got into this problem of 
bank holding company legislation, which was back in 1946 and 1947, 
the cry by that time was that bank holding companies were monopolies, 
and that monopolistic tendencies were developing, and Transamerica 
was the whipping boy at that time, but, of course, it has since been 
held by the circuit court, and confirmed by the Supreme Court, that 
no monopoly was proven in California on the part of Transamerica 
and Bank of America, and since those early days of 1946 and 1947 the 
continued cry has been that there has been monopoly, but in no cases 
has monopoly been shown and, as a matter of fact, on these same 
statistics it was demonstrated that the total deposits controlled by the 
bank holding company banks of this country, as at this date, were 
less than 8 percent of the total deposits of the country. 

And I have, in an exhibit which is being submitted with my state- 
ment, some facts and figures showing those relationships, and also 
showing the very small position which our Morris Plan banks have 
in the overall banking picture. 

Beyond that, there is nothing much about the concepts expressed 
in the policy section of this bill, except the basic concept, which again 
is an assertion, that the holding of mixed investments, that is the 
ownership of bank stocks and other things, is an evil that ought to 
be stopped. 
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I will, of course, amplify on our position with respect to that when 
we get to section 6. 

Now, with respect to the definition section of this bill there are a lot 
of things about which we don’t like, and which we have never liked. 
I referred to some of them this morning, just before adjournment, in 
connection with the previous summary of what I thought this bill was 
really doing, and I would like to enlarge a little bit on that. 

The first thing I want to say is this, that this definition section, as I 
understand, some amendment has been suggested to it in the form of 
holding all companies, that is, all corporate stockholders who control 
even one bank, and I want to say that in any definition section which is 
inserted in any legislation I think that would be a wholesome thing. 
Let them come in here with us, if they own one bank. If they own 1 
bank why shouldn’t they be regulated if regulation is to be imposed on 
anybody who owns 2 banks? What is the difference? I don’t think 
they should be favored, and there are certain other people I don’t think 
should be favored under this section, and I will come to that in a 
moment. 

One of the first things about this definition section is that it imposes 
on minority stockholders of banks the responsibilities of dominant 
ownership. That is to say a voting interest of 25 percent is deemed by 
this bill to be a controlling interest, and I have inserted here, in ap- 
pendix A, in part 2, pages 13-21, a good deal of statistical information 
about what is control. Asa matter of fact, under the laws of any num- 
ber of jurisdictions, under Federal laws as well, the test of control has 
always been majority ownership or the power to elect a majority of the 
board of directors. 

I would like to have the independent bankers some time tell me what 
the owners of 25 percent of the stock of any corporation, I don’t care 
whether it is a bank or a business corporation, could do. They cannot 
change the corporate structure; they cannot change the amount or the 
type of stock which is authorized ; they cannot bring about a consolida- 
tion or a merger or sale of assets, or a liquidation of that bank, or do 
anything with respect to that bank whatsoever except sit there in a 
minority position at the mercy of people who do control 51 percent of 
the stock. 

But it isn’t that 51-percent ownership on whom bank holding com- 
pany responsibility is being pinned under this bill, it is 25-percent 
ownership. And what kind of a definition section is that? What do 
these independent bankers suppose the shooting is all about with re- 
spect to these proxy contests going on about the country? Are they 
proxy contests to see who is going to get 25 percent of the stock of some 
corporation? Certainly not. They are proxy contests to see who will 
get a majority of the stock so they can elect a majority of the board of 
directors. 

It is a completely fallacious approach as to what control is, or 
might be. 

The next thing about this definition section is that it permits the 
Federal Reserve Board arbitrarily to assign dominant ownership 
owner responsibility without any reference to any standard whatso- 
ever. All through the bills which the independents have presented 
here from year to year, they have had 1 clause which very solemnly 
states that the test of control shall be 10 percent, 15 percent, 25 per- 
cent. Other people have suggested a majority, or the power to elect 
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a majority of the board, but always they have had another clause 
which says it shall be any amount which the Federal Reserve Board 
in its own arbitrary discretion—that is, on the basis of some whimsical 
finding of the Board—deems to be a controlling influence. What do 
they mean by controlling influence? And where is the standard in any 
pa | definition section as that, against which anybody who thinks 
they have a complaint might appeal to a court? What is the standard 
against which the court would measure controlling influence? Does 
that mean the influence the owners of 25 percent of a stock of a bank 
could exercise? And, if so, what could they do with it? 

I think if there is going to be discretion in the Federal Reserve 
Board, and I recognize that under any legislation of this kind there 
ought to be some discretion, it ought to be related to a standard or 
test of some kind against which an appeal could be measured in the 
event there are differences, and businessmen will differ with bureau- 
crats. 

The other thing that we object to in connection with this arbitrary 
power of the Federal Reserve Board to determine what controlling in- 
fluence is without reference to any test, is that there is no provision in 
this bill, no clause in this bill under which any of us could have pro- 
visional exception. In other words, if we, the Morris Plan Corp., or 
the Equity Corp.—and I would certainly contend that the Equity 
Corp. is not a bank holding company, if it were insulated by registra- 
tion of the Morris Plan Corporation of America—there is no provi- 
sion in this bill under which we could say we claim exemption and 
could then argue with the Federal Reserve Board about that, and if 
we disagreed with their finding could then appeal to a competent 
court to determine whether or not we should have bank holding 
company status. 

In every holding company legislation this Congress has ever passed 
there has been a clause providing for a provisional exemption. The 
same thing applies to the breakup sections of this bill, sections 6 and 
11, which are the technical provisions, where again there is no clause 
which permits us to have provisional exemptions while we are wait- 
ing for determination of our status. 

In other words, we are held until the Federal Reserve Board gets 
ready to act, and there is no time limitation fixed on when the Federal 
Reserve Board shall act. 

The Cuarman. Mr. Huntington, you object to the statement of 
policy. But you don’t deny the truth or the fact of the policy state- 
ment, do you, that concentration of economic power is very bad for 
the economy of the Nation ? 

I say if that is true, if the facts are true that if there were centraliza- 
tion : Bushsnat power, it would be bad for the economy of the Nation. 

Do you agree with that ? 

Mr. Huntrneton. I am sure every American agrees with that. 

The Cuatmrman. And the centralization of banking power would 
be bad. You would agree with that, wouldn’t you? 

Mr. Huntineron. I certainly would. 

The CHarrMan. So all you object to is the application of it, that 
it might reflect upon your particular institution. That is your 
objection ? 

Mr. Huntrnerton. I certainly do; yes, sir. 

59571—55 36 
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The CHatrmMan. Yes. But the truth of that statement is obvious; 
isn’t that true ? 

Mr. Huntineron. The truth of the platitude that all Americans 
believe there should be no concentration of economic or other power, 
absolutely. 

The Cuatrman. It is as dangerous as the concentration of political 
power. 

Mr. Huntineron. That is right. All I am saying is that that kind 
of a statement as applied to bank holding companies doesn’t belong 
in any piece of legislation because it isn’t true, and it has never been 
proven. 

The CHarrmMan. Now you said in your statement this morning, I 
understand, that banks could go into nonbanking businesses, that there 
is no prohibition in the law as to that. Is that your opinion ? 

Mr. Hunrineron. What I said was that banks are permitted to 
go into nonbanking activities, and they do go into nonbanking activ- 
ities, and that they are in nonbanking activities. They are in the 
insurance business. I am sure you are aware of that. 

Banks own banks. Banks own registered investment companies, 
which in turn can be in any business they want. 

The Cuarrman. Isn’t there a provision in the National Banking 
Act with reference to the ownership by banks of other business, that 
they are not permitted, for their own account, to purchase stock in 
any corporation ¢ 

Isn’t that in the National Banking Act? 

Mr. Huntineton. Certainly it is, but it is not in the State laws. 

The CuarrmMan. So you are referring to State banks. Now what 
States—— 

Mr. Huntrneron. I am not talking about national banks, Mr. 
Chairman. We don’t own any national banks. 

The Cuatrrman. What States permit banks to go into nonbanking 
business ? 

Mr. Huntineron. Well my office happens to be in New York State 
and it is permitted there. 

The Cuatrman. By specific provision in the law ? 

Mr. Huntrneron. Yes, indeed. Would you like to turn to page 
50 of my appendix A, Mr. Chairman? I just happened to pick up, the 
other day, an advertisement from one of our mutual savings institu- 
tions in New York, one of the big ones, the Greenwich Savings Bank. 
It reads: 


Life savings plan. You can have $3,000 life insurance plus $1,925 cash. 


This Greenwich Savings Bank sells life insurance, in competition 
with ordinary old line life-insurance companies. It is authorized to 
do that under the law. 

But what this bill is trying to do—we own a life-insurance company, 
too, which was set up to supplement our business. 

Mr. Patrman. That is an exception though, Mr. Chairman. There 
are only 2 or 3 States that allow that, I think. That is an exceptional 
case. It isnot the rule. 

Mr. Hunttneron. Any savings bank in the State of New York can 
own shares in a registered investment company. That registered 
investment company can be in any business it wants under the Invest- 
ment Company Act of 1940, so that by indirection, at least, these sav- 
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oe are in a multitude of businesses. They can own common 
) : 

The Cuarrman. Do you think that is a sound policy? To allow 
those who control money and credit to go into private enterprise and 
—— with others in private enterprise / 

r. Huntineton. Mr. Chairman, I don’t know what the legislators 
of the State of New York had in mind when they adopted that pro- 
vision, or what the legislators of the State of Massachusetts had in 
mind, they have similar provisions up there, they have similar rights, 
I don’t know what the legislators of the State of Ohio had in mind 
in Ohio, where a savings society can own any asset, it can own—as long 
as it owns it in fee—it can own a manufacturing plant, and can manu- 
facture and sell bicycles, it can own an oil refinery and manufacture 
and sell oil products. 

Mr. Parman. Mr. Chairman, would you yield ? 

The Cuatrman. I yield. 

Mr. Parman. That is an exceptional case he is talking about. It 
doesn’t go over the Nation. There are only three states that permit 
banks todo that. And that is in a limited amougt. 

I think in Massachusetts it is only $1,000. And in the others it is 
very limited. It is not a general proposition at all, but an exceptional 
isolated case. 

Mr. Brown. We are not trying to change the State laws, are we? 

The CuarrMan. We are not changing the State laws at all. But 
it seems to me that the State laws ought to be changed if that is what 
they permit banks to do. 

Mr. Huntineron. Goodness knows, that is what these independents 
are trying to do with this bill, they are trying to change State laws, 
Mr. Chairman. They are going at it directly. I will cover that later 
on. 

The CuairmMan. This bill doesn’t affect State laws. And we don’t 
intend to usurp any of the functions of the States, or change the atti- 
tudes of the States in reference to these matters. 

Mr. Huntrneron. With all due deference, sir, I will have to beg 
to differ with you. Section 5 of this bill does just that. 

The Cuatrman. What character of business do the Morris Plan 
banks indulge in ? 

Mr. Huntrneton. Do you want to know about the type of business 
our Morris Plan banks do? 

The CHarrMan. What do you lend on? 

Mr. Huntineton. Our Morris Plan banks are largely in what is 
known as consumer-credit business. Most of our lending is to little 
people. I would like to have you hear Mr. Morris on that later. He 
will cover that with you in great detail. He was the founder of the 
Morris Plan. He was the first man who ever, in an organized way, 
extended credit to the man on the street who otherwise had no access 
to it. He will tell you all about that. 

The CHarrman. What interest do you charge? 

Mr. Huntincron. Whatever the legal and competitive rate of 
interest is in the community in which we are operating. 

The CHatrman. How many banks does the Equity Corp. own? 

Mr. Huntinetron. The Morris Plan Corp. owns 10 banks now. 

The Cuarrman. Where are they located ? 
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Mr. Huntineron. They are located in the State of Illinois, the State 
of New York, in the District of Columbia, in the State of ‘Tennessee, 
in the State of Georgia. 

The Cuarrman. How big are those banks ? 

Mr. Hunrineron. They are small banks, relatively agate Our 
largest bank is located in the city of New York. It has aggregate 
assets of around $77 million. It is about the 300th bank in the country 
in size and is one-tenth of the size of the 10th largest bank in the city 
of New York. 

The CHatrMan. How big are the others / 

Mr. Huntineron. The others are all smaller than that. 

The CuarrmMan. How big is your bank in Ohio? 

Mr. Huntrneron. We have no bank in Ohio now. 

The Cuarrman. Have you one in Georgia? 

Mr. Huntinetron. Our smallest bank has about 325 or 330,000 
dollars of capital. Our next largest bank has about $500,000 of capital. 

The CHairman. They are all controlled by the Equity Corp. ? 

Mr. Huntineron. They are all controlled directly by the Morris 
Plan Corp., which in turn is controlled by the Equity Corp., yes, sir, 
and they are all subject to regulation under the Investment Company 
Act of 1940. 

The CHarrmMan. You don’t have any national banks at all? 

Mr. Huntineron. We have no national banks, no, sir, because we 
have not been able to get into the Federal Reserve System. 

The CHarrman. Those banks are not members of the Federal Re- 
serve System / 

Mr. Hunrineton. They are not any of them members of the 
Federal Reserve System. 

The Cuarrman. Are they all members of the FDIC ? 

Mr. Huntineron. Yes, sir. 

The CHatrman. What outside businesses do you control ? 

Mr. Wotcorr. Mr. Chairman, when you announced a while ago that 
we were going to let the witness go ahead with his statement, he was 
making some very interesting points. One of the points he made was 
that he would show later on in his testimony the nonbanking activities 
of some of these. I have been waiting very patiently for him to get to 
that subject. 

Are we going to ask questions now, or what ? 

The Cuairman. No; if the gentleman wants to go into that he can 
go into that without interruption. 

Mr. Kripurn. He was summarizing his statement. 

Mr. Parman. Mr. Chairman, I have to leave. I have to go to the 
Joint Committee of the Economic Report. We are getting up our 
annual report and it is very necessary for members to be there and I 
have got to leave. 

Mr. Wotcorr. It is just as necessary for me to be there, but I am 
so vitally interested in this subject that I am going to wait. 

Mr. Patrman. I have some questions that would not take longer 
than 5 minutes to ask, if I might be allowed. 

Mr. Wo corr. I don’t think any of us should have to wait around 
here to 6 o’clock at night to finish with a witness. We have things to 
do in our offices. 

Mr. Patrman. Why can’t we finish tomorrow instead of today? 
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Mr. Huntinerton. I will try to hurry. 

Mr. Parman. Why don’t you yield for questions now so we can get 
it over with? You won't get through until 7 o’clock the way we are 
going. 

Mr. Huntineton. I will be glad to do that. 

Mr. Parman. Then anything that is not covered by questions, you 
can take up. 

Mr. Huntincron. I think there are some awfully important things 
about this bill which are not thoroughly understood by everybody 
who has read it. I have worked on this bill for 10 years, I think I 
know something about it. It is never different. 

But there are some awfully important parts about this definition 
section which I think are vital. 

The Cuarrman. We will proceed, then. 

Mr. Huntrineron. I will try to hurry through them and make my 
major points without argument, if that is w hat. you gentlemen prefer, 
and then permit you to ask any questions you want. 

Of course, I will do my best to answer them. 

Mr. Wotcorr. I think he should be entitled to go as far as he wants 
to and as loud as he wants to, because we are getting both sides of 
this question very nicely from some of these witnesses. I have been 
at this question since 1938 and this is the first time I have had an 
opportunity to get both sides of this question from witnesses. I am 
delighted about it. 

The Carman. Well you may go on. 

Mr. Huntrneron. I just finished my point on provisional exemp- 
tion, which I say is in every other piece of holding company legisla- 
tion that the Congress adopted, but it is not in this bill. 

The other thing that I object to about this definition section, and 
have always objected to it in every definition section which has been 
proposed by the independents in any bills they have presented, is that 
they are trying to catch individuals here. Why should individuals 
be caught? And clearly, under the phraseology of this bill, indivi- 
duals will be caught. 

I am not fighting the battle of individuals, but I think it is a ridicu- 
lous inclusion and ought to be stricken out, and I have always argued 
that. 

Why should several individuals who happen to be associated to- 
gether, or working in concert for the good of a local institution, be 
deemed to be a bank holding company, and that is exactly what hap- 
pens under this bill. That ought to be stricken out. 

The other thing about this definition section, and I will come to 
this later in section 5, is that it is aimed at restricting capital markets 
for small banks. I will enlarge on that later. I will simply make 
the assertion here. 

I have already pointed out to you, before the recess this morning, 
in the brief summary that I made, that this definition section imposes 
on us particularly, and in fact on most bank holding companies, multi- 
ple regulation. As I say, the bank holding companies controlling 87 
percent of the deposits of all bank holding companies are regulated 
as bank holding company affiliates today. We are regulated under 
the Investment Company Act. 
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Here is another piece of legislation to be imposed on that. We 
are going to be making reports ad infinitum. If I brought you the 
reports we file each year under the Investment Act, they would be 
tallerthanIam. We file them every month, volumes of reports. And 
I am sure while we don’t report to the Federal Reserve Board as hold- 
ing company afliliates, the reporting there must be almost as 
voluminous. 

I have also shown how, under this bill, we would be subjected to 
pyramided liability, that is to say, not only the Morris Plan Corp., 
which is the direct owner of bank shares, but also the Equity Corp. 
which doesn’t own a single share of a bank and is a registered com- 
pany, would be caught under this bill. 

Perhaps that is what everybody wants, but it certainly is putting 
onus and responsibility on businessmen, and doing absolutely no good 
so far as protection of underlying banks is concgrned, and I don’t 
believe this committee or any committee of the Congress wants to do 
that to business. 

The next thing that we object to most strenuously about this defini- 
tion section is that it fails to include other agglomer ations of capital 
which are in the business of ow and I mean by that, 
mutual savings banks, which are specifically excluded, and whichever 
authority who testified on S. 1118 last year objected, and it also ex- 
cludes labor unions and welfare funds. 

What is there so sacrosanct about these agglomerations of capital 
as against the rest of us who happen to have capital invested in bank 
shares? Why should they be excluded? Why shouldn’t mutual sav- 
ings banks be included under this definition section? Why shouldn’t 
labor unions and welfare funds? They not only own banks, they own 
insurance companies, they own all kinds of businesses, they are in all 
kinds of businesses, they are getting deeper and deeper into business. 
Why should they be excluded ? 

I would like to have John L. Lewis sitting here beside me analyzing 
this bill and determining whether or not he-wants to be caught as a 
bank holding company. I would like to have the Amalgamated 
Clothing Workers Union of the CIO, their representative, sitting here 
beside me determining whether he likes this bill and whether he wants 
to be regulated under a piece of legislation like this. 

I would like to have you gentlemen hear, and I think you ought 
to hear, what they have to say about this bill. They ought to be 
under this bill if we are, and so ought mutual savings banks which 
own other banks and which are in the insurance business and own 
all kinds of common stock and investment company investments and 
are in all kinds of different businesses, all the businesses we are in. 

The other thing that I have objected to and have already talked 
about it and I am only going to pass over it again lightly, is that 
our investment company status, our regulated status, has always been 
ignored under these bills which are presented by the independent 
bankers, and we have always made a point of it. 

Why in the world did the Congress pass the Investment Company 
Act of 19402 We are what is known as a nondiversified, closed-end, 
management-type investment company. There were several types 
of companies set up under the Investment Company Act of 1940 and 
that happens to be one of them. 





CONTROL AND REGULATION OF BANK HOLDING COMPANIES 557 


Another type is the mutual-fund type. It is the open-end type, 
wherein retirable securities are sold, redeemable securities are sold. 
Those companies are limited to percentage investments. ‘That is 
across-the-board investments in what might be deemed to be the 
blue-chip section of the market. 

We are not limited to that. The Congress specifically provided 
in this law, for companies like ours, which like to buy control of 
institutions, and our theory is that if we have a large investment in 
those companies, and we have the responsibility, we want the author- 
ity that goes with that responsibility so that if the management is 
not good we can replace it, because we have 55,000 stockholders to 
whom our own securities have been sold, who look to us to see to it 
that our underlying investments are well managed. 

They bought our securities because they liked that type of company, 
which the Congress set up originally when it enacted the Investment 
Company Act of 1940, and they want to insure that we do our job 
with respect to the underlying investments which we hope—and they 
conceive that our job is—to provide those underlying investments 
with competent management. 

That is all they oa of us and that is all we try to do. Why did 
the Congress recognize that? And solemnly pass, after 3 or 4 years 
of intensive investigation on the part of the Securities and Exchange 
Commission, why did they pass that legislation‘ And then why 
do they come along today with this type of bill which would destroy 
us and wipe out everything done under the Investment Company 
Act of 19404 You are telling us we can’t do what you have already 
provided we shall do. That is why I stress, again and again and 
again, our regulated position under that Investment Company Act. 

Now we come to section 4, registrations, reports and examinations. 
I simply have this to say about that section: Nobody minds report- 
ing. As I say, we report every month, make voluminous reports, to 
the FDIC, the banking authorities, the Securities and Exchange 
Commission. We repor tonev erything we do. 

A poor little employee in one of our banks needs a hundred dollars 
for an emergency, he can’t borrow that $100 from his own bank, 
because we are so regulated under the Investment Company Act of 
1940. He has to go to another bank. 

The employees, the officers, the directors, the stockholders of every- 
one of these independents who are trying to destroy us, can go to their 
bank and borrow all they want, and they do, subject only to the general 
limitations under the National Banking Act or under the statutes of 
the State in which their particular bank happens to be incorporated. 

And our little employees, our officers, directors, stockholders, our af- 
filiated companies, can’t borrow one single dime, can’t sell a security, 
can’t sell an obligation, can’t take a commission, even in the regular 
course of business, ‘an’t do anything, in the way of a business transac- 
tion, with any one of these underlying banks. 

I say under those circumstances, we don’t mind reporting, but why 
impose multiple and pyramided reporting on us? But what I do 
criticize about section 4 is the fact that it has left out this freedom of 
rovision from arbitrary classification as a holding company, bank 
iolding company, and there is no provisional exemption provided 
under this registration section. 
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Now on section 5, acquisition of bank shares, and bank assets, this is 
the nonexpansion section of the independents’ bill and it is just like all 
the other nonexpansion sections. It is almost identical to S. 1118 to 
which we objected last year, except that they have made a few minor 
changes to try to meet some of the objections of the authorities and of 
the ABA, which were interposed last year. 

I would just like to tell you what this section does, some of the things 
it does. 

In the first place, everything is related to the arbitrary authority of 
the Federal Reserve Board. The Federal Reserve Board just arbi- 
trarily says, “You can’t buy another bank share.” That is not related 
to any test whatsoever. When the Federal Deposit Insurance Act was 
passed and the FDIC was set up, at least there was some standard 
under which the FDIC could act. It would be perfectly simple to set 
up standards here, but none have been set up under this bill. 

It is just all based on the arbitrary, whimsical discretion of the 
Federal Reserve Board, and again I say to you, as I did under section 
3, how are you going to appeal from that? How are you going to get 
any redress before a competent court, or before a jury? In this case it 
would be before a court. 

And I say to you again, as I indicated before, that this section 5 is in 
complete destruction of property rights, and I am not sure that it 
could possibly be held constitutional. Because what happens! The 
Federal Reserve Board by exercising this arbitrary authority and by 
preventing us from acquiring a share of stock without its prior ap- 
proval, could prevent us from exercising preemptive rights which are 
written into the charter of the bank, and which are rights which are 
granted under almost any charter of any corporation imaginable. 
That is to say, a preemptive right is a right to take your proportionate 
share of any new stock which is issued to the stockholders. 

We couldn’t exercise purchase rights, which are granted to all stock- 
holders, even to take our share. We couldn't receive stock, in liquida- 
tion of another company, if it happened to be stock of a bank in which 
we already owned stock. We couldn’ receive any assets on liquidation 
of a bank. And I will tell you right now if this bill is passed we may 
have to receive assets, because we might very well prefer to liquidate 
our banks than liquidate other things, and yet under this bill we are not 
permitted to receive those assets without getting Federal Reserve 
Board consent, and how long would we have to wait for that? We 
have no provisional exemption, even if we go to them and say we 
don’t want bank holding company status. We are forced to take bank 
holding company status or pay a tax under section 11; so we are stuck 
here as bank holding companies, and we cannot even get assets on liq- 
uldation. 

I say if that isn’t in derogation of property rights which are granted 
stockholders under the laws of States or even under the national law, 
then what in the world is? 

Here is another thing they are doing in section 5, which is again 
interference with State authority. Section 5 is in effect saying, “We 
are going to tell the States what their laws on domestication shall be, 
because we are prohibiting interstate bank stock purchases.” A cor- 
porate stockholder cannot make an interstate bank stock purchase 
without Federal consent. In other words, we are going to tell the 
States under this bill how securities will be sold in their State, and 
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whether or not some corporation can come in and domesticate in that 
State and buy a security which happens to be a bank stock. 

Now, I want to pause to say right here that these independents who 
are actually, when you look at the testimony of all the authorities in 
the past years, who have been before these committees, if you examine 
that, these independents are really shooting at a very small target, 
they are shooting at just one thing, the purchase of bank stocks. The 
authorities have told you and have told other Banking and Currencies 
Committees that everything else is controlled by the authorities under 
the law, sale of assets, mergers, and consolidations, all of those things, 
all possible acquisitions, except only the acquisition of bank shares. 

So they are trying to use an atomic war head to shoot at a mouse 
here. But the radioactive fallout from any such sweeping legisla- 
tion as that may be very damaging, and this section 5 indicates it, be- 
here this bill is interfering with States’ rights, with the powers of the 
State to determine what the rule shall be with respect to the domestica- 
tion of foreign corporations, and it is even going beyond that because it 
even says that intrastate purchases, that is purchases within the State, 
cannot be made except under rules provided by Federal authorities. 

And there are bank holding companies which operate only within 
the confines of a single State, but they would be caught by this bill, 
too, and despite the laws of that State, and despite the willingness of 
the State to have that holding company exist, despite the willingness 
of that State to have the holding company buy another bank, if it will, 
the Federal authorities are going to step in and say, “No, you can’t 
dothat. Weare going to impose Federal law on you. 

If that isn’t interference with States r ights, I don’t know what in the 
world is. 

The other thing about this section 5 is that it is simply g going to lead 
to a closure of capital markets to small banks. If the Congress adopts 
the philosophy that we have 48 iron curtains, that you can’t make in- 

vestments in bank stocks across State lines, ‘and you can only make 
bank investments within a State subject to Federal] authority, what 
is going to happen? Are you going to move on and do the same thing 
with respect to stocks of insurance companies? Are you going to do 
the same thing with respect to stocks in defense industries, simply be- 
cause they are important to this country, to our well-being and our 
very existence?) Why not change the same rule for General Motors? 
Why not make the same rule for United States Steel? For every- 
thing? That is a dangerous philosophy. 

These banks have been dependent for years on general markets. 
Bank ¢ om map isn’t raised within the confines of a single State. Bank 
of America capital is spread all over this country. So is the capital 
of the C - ase Bank, or the National City Bank, or any other large 
bank you can mention, and if all of our banks are to be pinned as de- 
pendent on the capital raised in the local community we are not going 
to have banks big enough to serve the needs of a growing thriving 
economy such as ours. 

Of course, we have big banks. We have a big country. We have 
big business. We have “big gross national product. We have big 
unions. And, above all, we “have big bureaucracy. Everything is big 
in this country, and you have got to have sizable banks to meet the 
needs of the enterprises in the communities which need to be met t, and 
this bill is cutting off those capital markets. 
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Now, I come to section 6, which is the divestment section of this bill, 
and which is the one to which we object strenuously. I wouldn't say 
that I object any more strenuously to that than to sections 3 or 5, but 
I do object strenuously to its whole philosophy, its whole approach. 

In all the years in which the independents have been pressing for 
their legislation, and on this theory of divestment, and have been pro- 
pounding the idea that to hold bank investments and other assets is 
something evil and wrong, they have only been able to point—of 
course, they have related that to all the possibility of unconscionable 
dealings with underlying banks—but they have only been able in all 
those 10 years, when I have been listening at these hearings, to one 
instance in which there has been any depredation of any kind on the 
part of a so-called bank-holding company, and that was not a legiti- 
mate bank-holding company. That was the Bankers Discount Corp. 
‘ase, Which was presented at the 1953-54 hearings, in which a finance 
company in Texas acquired the stock of three Chicago banks, and that 
stock was acquired pursuant to a conspiracy to unload on those banks 
a lot of finance company paper with which this Texas institution had 
been overloaded, and practically all of which, as I recall it, was over- 
due paper. 

But all of that conspiracy took place with the knowledge and con- 
sent of the then controlling stockholder, and that controlling stock- 
holder sold his stock to this institution; the conspiracy and the fraud 
was immediately discovered and the banks were closed, and, as I recall 
it, the company in Texas was put in liquidation and bankruptcy. 
Whether anybody was prosecuted or not, I don’t know because I never 
followed it, but it was not the case of a legitimate bank holding com- 
pany. That company had never before been a hank holding company. 
The incidental bank holding company status only came about in the 
course of carrying out this conspiracy, which was for a totally differ- 
ent purpose. 

But in the very statistics, which proponents of bank holding com- 
pany legislation have presented year after year, have been found a 
number of bank holding companies which have been in existence for 
more than two decades, the same bank holding companies. Those bank 
holding companies certainly wouldn't be in existence if they had ever 
been guilty of, or even been accused of, any wrongdoing, any over- 
reaching, any unfair dealing with the banks in which they were 
interested. 

Certainly with respect to the Morris Plan Corp. and the Equity 
Corp., we have never been accused of any unfair dealing. As I say, 
we have been registered for 15 years, ever since it was adopted under 
the Investment Company Act. We cannot have any dealing at all with 
our underlying banks, and never could. I think that section 17 of 
the Investment Company Act ought to be written into the Federal 
Deposit Insurance Act. I think these independent bankers ought to 
be prevented from dealing with their banks. I think we should be 
prevented, as we are, from dealing with our banks. I think everybody 
ought to be prevented from dealing with them. But is there anything 
in the record of the independents for honesty and efficiency which is so 
much better than ourselves? We haven’t gone to jail. 

I have given you here a long list, in appendix A, of the defalcations 
which occur in banks, and you know in the last 2 years it has been a 
serious problem with the FDIC and the other authorities. But those 
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defalcations occur in independent banks, too. You cannot stop crime, 
but you can legislate, and I think you should legislate against any 
deal on the part of any officer, whether he is an independent bank or a 
bank holding company officer, or any director, or any affiliated stock- 
holder, with any of the underlying banks, and I don’t think there is 
anything in their record that makes them so much more honest and 
efficient than we, so that they should be excluded, and we should be 
caught on any such section as this. 

e are caught now, under the Investment Company Act, and we 
are glad to add here to it. We never made any such loans or had any 
such transactions in any event before the Investment Company Act 
was passed, and we have had none since. 

Now, this question of exemption under section 3 becomes very im- 
portant, under this divestment section. Here under the divestment 
section we are being caught as bank holding companies and we are 
being subjected to this multiple and pyramided regulation, while at 
the same time these mutual savings banks and labor unions and wel- 
fare funds, which are in the same business as we are, and own the same 
kind of investments as we do, being excluded, and they can go right 
on about their business, they can have the diversification that Congress 
provided for us in the Investment Company Act of 1940, and which 
these independents are asking you gentlemen to take away from us, 
but what about diversification, anyway? Diversification runs all 
through the whole American economy. Is it a good principle or isn’t 
it? 

In appendix A, in part 5, I have tried to indicate to you just how far 
this principle of diversification extends. Look at the portfolios of 
your insurance companies in this country. Look at the variety of op- 
erations which General Motors carries on, General Electric, any of 
the big companies you want to mention. Look at all the mergers and 
consolidations in business which have been taking place over the 
last 5 to 10 years, particularly the last 5 years. What has been the 
motive for them? What has been the reason? The reason has been 
the search for greater diversification, the spread of risk taking. And 
that is why you gentlemen back in 1940 provided for diversification, 
for spread of risk taking, when you set up the Investment Company 
Act of 1940. 

Now, why, I ask you, are you taking it away from us now? It 
just doesn’t make sense. It is going against the trend. It isn’t in 
keeping with your thinking or my thinking, or the thinking of any 
businessman in this country. Why, diversification is what makes us 
great, what protects us. It is what keeps us safe and secure, and it is 
the leaven to this dynamic economy of ours, that you are trying to 
take away from us today, although you gave it to us 15 years ago. 

Even the independents, who are trying to destroy us, and trying 
to destroy the properties we have held perfectly legally all these years, 
and which we bought perfectly legally, even the independents have 
recognized that there is such a thing as this principle of diversifica- 
tion. It was completely ridiculous last year, and I notice they have 
taken it out of their bill this year, but in this very section 6 last year, 
after solemnly providing that all our other activities should be taken 
away from us, and we should be divested of those, in S. 1118, last year, 
there was a provision, under this same section 6, that nevertheless any 
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bank holding company could control a registered investment com- 
pany. Now, think of that. 

Here we were, a registered investment company, being told to divest 
ourselves of everything that we had, and being told that in place of 
clivesting ourselves of everything we had that we could then buy any- 
thing we wanted because we could own a registered unearlrant com- 
pany, and that is what they had in their bill last yea And after 
the broadsides which were leveled at them by all of ~ me witnesses who 
appeared, whether for or against the Senate bill last year, I notice 
they have removed it from this bill. But they still recognize the prin- 
ciples of diversification because they have in there almost the same 
clause, which you gentlemen wrote into the Investment Company Act 
of 1940, when you wrote the definition of diversified investment trust. 

A diversified investment trust is a trust that holds a limited per- 
centage of securities across the board, and they have provided for 
that in here. They haven’t provided for nondiversified companies, 
such as ourselves, which you set up under that act, but they have pro- 
vided for this 5 percent diversification. So they recognize that there 
is such a thing as the principles of diversification, in that very bill in 
which they are trying to destroy us. And I say it doesn’t make sense 
and doesn’t hold together. 

So that actually “what section 6, and what this whole bill is driv ing 
at is not regulation at all. It is just confiscation. As I say, there are 
only two things, really, only two possible complaints that anybody 

can have with respect to bank holding companies. One is that they 

can buy the shares of stock of banks. Well, if they own bank stocks 
or stock in a given bank, they should be permitted to acquire shares 
of stock in that bank. Suppose they have control, under section 5, 
which we have been talking about, and the Federal Reserve Board 
refuses to permit them to acquire, under stockholders’ purchase rights, 
or exercise of preemptive rights, and further shares. The Federal 
Reserve Board thereby could change that controlling interest into a 
minority interest. That is fair? 

What needs to be provided for, perhaps, is that shares cannot be 
acquired except under reasonable conditions, the imposition of some 
test, the needs of the community, the character and standing of the 
purchaser, if you will. All that sort of thing, which can easily be 
written into a bill. 

That is one item. The other item is the question of unconscionable 
dealing, which might lead to fraud and that can be covered by the 
inclusion in the FDIC Act of a clause similar to section 17, which you 
have already written into the Investment Company Act of 1940. 

I just cannot believe that this committee, or any other committee 
of this Congress, can think that a piece of legislation as confiscatory 
and destructive as this one, which is stated to you to be a regulatory 
measure, can ever be acted upon. And you have here such an involved 
question, Mr. Chairman, that I hope you permit me the temerity to 
make a suggestion. As I say, I have been here for 10 years, before 
these committees, discussing bills of this kind, and they are compli- 
‘ated, and they are legally involved, and they have broad coverage, 
broader, I submit, than they need have; it is a difficult thing for the 
committees of this Congress, and for those of us who have to appear, 
either in support or in opposition to legislation of this kind, which 
is so involved to come to adequate and proper decisions. 
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When you adopted the Investment Company Act of 1940 you had 
a long study by an agency which you had set up to manage and super- 
vise holding company operations, the SEC. They are equipped with 
trial examiners, investigators, and everything else they need, and they 
made an exhaustive study of the holding company question at that 
time, and I do wish, to save us the expense and yourself, too, the time 
and effort, on this thing, that some way could be found to refer a 
matter of this kind to the Securities and Exchange Commission, where 
they could have hearings, where they could go into this matter. It is 
a matter with which they are familiar, and they have the capability 
and the staff, and they have the conveniences to make a study to see 
whether really legislation of this character is needed, and, if so, what 
form it should take, whether it can be done by the amendment of 
existing law, because I am sure you do not want to impose additional 
whole new legislation where an amendment is possible, or what other 
form it might take. 

We have spent in time and effort in this last 10 years, I am sure, 
and in actual money, well over $100,000 in defending ourselves from 
destruction, as I think we have a right to do. Other bank-holding 
companies perhaps have spent comparable sums. The aggregate 
amount expended has run into many hundreds of thousands of dollars, 
{ am sure. I wish we could come to an end of that. As I say, we 
have no objection to regulation. We are being regulated now. But 
we don’t want to be imposed upon. We don’t want to be destroyed. 

Therefore, 1 ask of you that you consider seriously this bill, and 
that you consider the implications, and some of the features of this 
measure which I have referred to. I thank you so much for your 
courtesy and your kindness. 

The Cuarrman. Mr. Wolcott. 

Mr. Worcorr. Under the Investment Company Act of 1940 you are 
supervised by the SEC? 

Mr. Huntineton. Yes, sir. 

Mr. Wotcorr. If they are registered with the SEC, chartered to do 
business, then can such a company engage in all of the activities which 
are prohibited the banks under section 6 ? 

Mr. Huntineton. Yes, sir. Our company as a nondiversified 
closed-end management company can buy most anything that is per- 
mitted of any business corporation. We have the broadest kind of 
powers. 

Mr. Woxcorr. I think the difference that makes it a bankholding 
company is that one of these investment companies happens, under 
this bill, to own 25 percent of the voting shares of 2 banks, in addition 
to their other holdings. Is that right? 

Mr. Huntrneron. That is right, under this proposal, Mr. Wolcott, 
the mere fact that a part of our investments happen to be in the form 
of the ownership of bank stocks to the extent of 25 percent, or more, 
would also make us a bank holding company in addition to an invest- 
ment company- Although we are permitted, as I pointed out, specif- 
ically permitted, under the philosophy of the Investment Company 
Act, to buy and own bank shares. 

Mr. Wotcorr. Then there would be nothing, of course, to prevent 
your taking the capital which you now have invested in bank shares, 
and to invest it in these other enterprises authorized under the Invest- 
ment Company Act, with the exception that you couldn’t buy 25 per- 





564 CONTROL AND REGULATION OF BANK HOLDING COMPANIES 


cent of the shares in any 2 banks, which would bring you under the 
provisions and inhibitions of that act, and make you a bank holding 
company. 

So correct me if I am wrong: When I ask you whether the principal 
difference between the provisions of this bill and the provisions of the 
Investment Company Act of 1940 is that this would prevent a company 
organized under the Investment Company Act, supervised by the 
SEC, from buying, as a part of their investments, over 25 percent of 
the shares in 2 banks? 

Mr. Huntineron. That is correct, Mr. Wolcott. In our case, as 
a matter of fact, what this bill would do, it would mean that we would 
have to liquidate our bank investments. We have to give regard to 
the interests of 55,000 stockholders, as I said before, and our bank 
investments here are only approximately a quarter of our total invest- 
ments, and our income from bank investments is a good deal less than 
one-sixth of our total income. 

We bought those bank investments, we went into the Morris Plan 
Corp. originally, because of the growth factor, because of the stability 
factor, because they offset more dynamic investments that we had in 
other fields, and because they helped balance the portfolio. 

We wouldn’t sell our other investments, which are of greater value 
and return us a bigger yield. We would have to liquidate our bank 
investments. Asa matter of business judgment. 

Mr. Woxcorrt. Is it correct to say that if you are engaging in profit- 
able undertakings by the purchase of nonbanking stocks, or other in- 
vestments, you would continue to do that, and to get away from the 
prov sions in this act, and it would be perfectly legal 

Mr. Huntineton. I amsorry, Mr. Wolcott. 

Mr. Wo corr. Well, we will assume that you can get the capital 
together sufficiently to engage in all of these undertakings—the pur- 
chase of an investment company, the purchase of a real estate mortgage 
company, and we will put you in the position, perhaps, although per- 
haps it is not a fair illustration, that an insurance company is in, which 
can invest in all of these things. 

Now, as I get it, the only difference is that, under the law today, 
under the supervision of the SEC, you could, if you were organized 
under the Investment Act, engage in all of these diversified under- 
takings. »nd not only be within the law but, as I understand from what 
you say, the law encourages you to do that. 

Mr. Huntrneton. Yes, indeed, it was passed for that purpose, sir. 
And we could at the same time hold bank stocks. and I would like to 
say that if this bill forces us to liquidate our banks, in a good many 
cases that means complete liquidation, and it take¢ out of the com- 
munity one competitive unit. I was very much amused last year 
when. time after time, the independent bankers who were testifying 
asserted “This isn’t punitive legislotion, this doesn’t require them to 
get rid of anythine. and, anyway, if they had to get rid of banks it is 
easv enough to find homes for them.” 

Well, I will tell you. we have one particular situation where we 
have heen trving to find a buver for that bank for a long time, and 
nobody will buy it, and the only way we could handle that situation 
would he to liquidate it and take it out of the community, and that is 
decreasing competition, not increasing it. 
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Mr. Wo corr. Is there anything under this act, as you understand 
it, that would prohibit you from divesting yourself, as a holding com- 
pany, of all your nonbanking holdings? That would necessitate, of 
course, your organizing a new company under the SEC; and then 
continuing your holdings in the banks, that part of your holdings 
that are in banks? Because, as I understand it, there is nothing here 
that prevents that. 

Mr. Hountineton. Nothing at all. 

Mr. Wotcorr. And that would leave you as a bank holding com- 
pany ? 

Mr. Huntineron. Yes, sir; and we would get rid of all these other 
valuable investments. We have $15 million invested in banks and 
about $45 million invested in other things which are much more prof- 
itable than banks. 

Mr. Wo corr. I don’t know what they hope to gain with this bill. 

Mr. Huntineton. We are completely better, in either event. 

Mr. Wotcorr. You know, since 1938 we have sensed these contro- 
versies. I recall, for some years, when this issue was considered prin- 
cipally joined between the Eccles interests, in Utah, whatever they 
are, and the Giannini bank. And that is where I think it started. 

Mr. Huntineron. Certainly. 

Mr. Wo.corr. And for years I have been advocating, as chairman 
and ranking member on this committee, that we get all of the elements 
of this issue around a table, and see if we couldn't narrow the area of 
controversy. What we want to accomplish, what we should expect 
to accomplish, and see if we then couldn’t write a bill which would do 
justice to the subject as well as to the principles involved. And I have 
advocated it as recently as this year, and I frankly lamented the fact 
that we were starting hearings on this from scratch without prelim- 
inary conferences. We run up against this situation all of a sudden. 
To me we are likely to run against one of the things that we have 
already set up here in the Congress. That might have been ironed 
out in conference before the bill was introduced. I would like to 
think that there was a field in which we could operate here and find 
a common ground to do the job yet. If it can be done, it should be 
done. And I think you have made a very illuminating contribution 
to this whole subject, but I frankly admit that you have raised a lot 
of doubt in my mind as to the need for this unless we compel you to 
perhaps set your organizations up a little differently, under the laws 
which we have set up. 

Mr. Mutter. Will you yield ? 

Mr. Wo corr. I yield. 4 

Mr. Mutter. I think the resistance to your suggestion came not 
from members of the committee but from those who should participate 
in such conferences as you indicated. Isn’t that so? 

The following excerpt relating to attempts to reach agreement with 
bank holding companies was made by Mr. Townsend, Solicitor, Fed- 
eral Reserve Board, on Friday, March 17, 1950, at page 219 of the 
hearings entitled “Bank Holding Bill” held by a subcommittee of the 
Senate Committee on Banking and Currency on S. 2318, 81st Con- 
gress, 2d session. 
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ATTEMPT TO REACH AGREEMENT WiTH BANK HOLDING COMPANIES 
STATEMENT OF J. LEONARD TOWNSEND, SOLICITOR, FEDERAL RESERVE BOARD 


Before commencing my discussion of the various objections raised by Mr. 
Stewart to S. 2318, I would like to emphasize the point made by Chairman 
McCabe that probably no piece of regulatory legislation has ever been subjected 
to such extensive scrutiny on the part of all concerned than has this bill. All 
interested bank holding company groups, including the Transamerica and Mor- 
ris Plan groups, have been consulted by Chairman McCabe and the Board’s 
staff. Mr. Stewart himself took part in one of those discussions as a repre- 
sentative of Transamerica Corp. At that meeting there were also present rep- 
resentatives of numerous other bank holding companies, including representa- 
tives from the Georgia Trust Co., the Marine Midland Corp., the Northwest 
Ban-corporation, and the First Bank Stock Corp. All present at that meeting 
were urged by Chairman McCabe to submit to the Board any amendments to 
the bill which in their judgment would result in a better draft of bank holding 
company legislation. Beyond Mr. Stewart's expression at that time that, in his 
opinion, there was no need for additional legislation respecting bank holding 
companies and his statement of general opposition to the Board’s view that a 
bank holding company should be required to restrict its activities to banking, 
neither Mr. Stewart nor any other representatives of Transamerica have since 
that time seen fit to send their suggestions to the Board for its consideration. 

On the other hand, representatives of the other bank holding companies have 
taken frequent occasion to advise with the Board and its staff respecting the 
possible need for amending the bill. I am reminded of the almost innumerable 
discussions that Chairman McCabe and other members of the Board and the 
staff have had with other representatives of holding companies, the American 
Bankers Association, the Reserve City Bankers, the Independent Bankers 
groups, the Federal Advisory Council, and others. Certainly after such ex- 
haustive, even pulverizing, analyses of the bill one would be justified in con- 
cluding that the public interest involved had been pretty well canvassed and 
that the basic philosophy of the bill was reasonably adapted to the protection 
of the public interest. 


* * * eS * ob * 


Mr. Wotcorr. I know throughout the years the legislation which 
has been introduced has been changed repeatedly. On one occasion it 
was introduced, 2 years ago, and I was told within 60 days after its 
introduction that that wasn’t the bill which they wanted. They 
changed it. 

Mr. Huntineron. Mr. Wolcott, that is why, as I say, I had the 
temerity to make the suggestion I had about the SEC, because it was 
set up by the Congress to administer holding company law, and did 
investigate the w hole question of investment companies, public utility 
companies, which are more or less in the same class as bank holding 
companies, of course, 

To do what you have in mind it is necessary to have some kind of an 
arbiter. They #0 understand the workings of the Investment Com- 
pany Act, and these are, as I say, investment companies, and you so 
declared them to be in prior legislation. 

Mr. Wotcorr. I have been a little bit fearful of this whole situation 
for years, but I got more fearful of it when I found out that organiza- 
tions which had never been in the banking business, but who “had at 
their disposal hundreds of millions of dollars of available capital, 
capital raised by membership, were buying into these banks. 

Mr. Hounttneton. They control banks and insurance companies, 
lots of them. 

Mr. Woxcorr. Under this bill, if it is passed, could an organiza- 
tion—say the Knights of Columbus, the Knights of Pythias, the 
Masons—because I was purposely shying aw ay from labor unions—— 
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Mr. Huntrineron. I don’t shy away from it, sir. 

Mr. Woxtcorr. Any one of these organizations which is dependent 
upon dues for their capital, they could buy the controlling interest of 
two banks, and they would become a holding company under this bill ? 

Mr. Huntineron. They would not be a holdmg company. They 
are exempt under this bill as it is drawn, just the way Mr. Lewis’ 
organization would be exempt, just the way the Amalgamated Cloth- 
ing Workers would be exempt. 

Mr. Wotcorr. That is how I understood the section. 

Mr. Huntincron. Just as the Teamsters Union would be exempt. 
They are all in this business, they all own insurance companies and 
other things. As I say, I would love to have them sitting here beside 
mé examining into this legislation. 

Mr. Woxcorrt. In other words, it would invite nonbanking organi- 
zations to come into this field and create bank holding companies, but 
we deny the banks the right to have bank holding companies. 

Mr. Huntrneron. And you deny our organizations which were set 
up under laws you passed years ago for the very purpose, you deny 
us the same right? 

Mr. Woxcorr. Let’s get frank about this. John L. Lewis already 
owns a Washington bank. 

Mr. Huntineton. Yes, he has absorbed 2 or 3 already. 

Mr. Worcorr. Now under section 5 of this bill, he could buy another 
bank, and he wouldn’t be a holding company ? 

Mr. Huntineton. Absolutely. 

Mr. Wo tcorr. He could buy three banks? 

Mr. Hcntineron. Absolutely. So could the Amalgamated Cloth- 
ing Workers. They already own two banks and a couple of insurance 
companies. 

Mr. Wotcorr. And this bill doesn’t touch that situation. 

Mr. Huntrneron. That is right. 

Mr. Wotcorr. We don’t deny the creation or expansion of bank 
holding companies, so long as they start with a bank holding company 
owned by a nonbanking industry. 

Mr. Mutrer. Will you yield? 

Mr. Wotcorr. Just a minute, Mr. Multer. 

Mr. Huntineron. I am sorry to have to ask you to repeat that. 

Mr. Wotcorr. I say we do not under this bill prevent the setting up 
of bank holding companies so long as the stock of the bank holding 
company is not owned by bankers. 

Mr. Huntineron. That is about the effect of it, when you get right 
down to it, Mr. Wolcott. 

Mr. Wotcorr. In other words, a group of merchants could get to- 
gether, a group of real estate people could get together, a group of 
union members can get together, and buy the controlling stock in 
banks, and they would not be prohibited from doing so under the bill. 

Mr. Huntineton. And foundations and pension trusts and all the 
other things. 

Mr. Woccort. Foundations are getting to be mighty big business. 

Mr. Hunrineron. But we who were set up by you gentlemen to 
carry on an investment business, I don’t say that we do have special 
knowledge, but our stockholders seem to think we have, but in any 
event we are supposed to have, we who are set up for that purpose, 
are now being told that we have to give up one or the other, that it was 
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all wrong 15 years ago and that is not what we intended at all and we 
ane just going to take it away from you under the hammer, at auction 
sale. 

Mr. Wotcorr. As a matter of fact, as I understand it, an individual 
having the control of an accumulation of capital, so long as the title 
of that capital is in his hands, could buy out as many banks as he had 
capital to buy, and he wouldn’t come within the prohibitions of this 
bill as drawn. 

Just let me explain why I asked you that question. “Company” 
means any bank, corporation, partnership, joint stock company, busi- 
ness trust, voting trust, association, or any similar organized group 
of persons. It doesn’t say anything about individuals. 

Mr. Huntineton. But person includes individuals, and any organ- 
ized group of individuals, therefore, would become—— 

Mr. Wo tcorr. That is why I stated it that way. 

Mr. Huntincton. What you say is absolutely true, Mr. Wolcott, 
but it brings out one of the objections I made to this definition section. 

My own feeling has been all through the years when I have talked 
about this type of legislation, that individuals acting in concert ought 
not to be caught. Suppose you had an individual with that amount 
of wealth, John D. Rockefeller I suppose could buy any number of 
banks. 

Mr. Woxcort. I am talking about the possibilities under the act. 

Mr. Huntineron. The possibilities are limited. What you say is 
true, but the possibilities are limited. I don’t think this bill ought 
to be so drawn that even 2 or 3 individuals who are working for the 
common good of a certain bank ought to be caught as bank holding 
companies under this section. 

I do object very much to the exclusion of these big funds, particu- 
larly mutual savings banks, which are the darlings of the legislators 
anyway, they have tax relief, they have all kinds of benefits. 

Mr. Nicuotson. Mr. Wolcott, will you let me ask a question for a 
minute ? 

Mr. Wotcorrt. I yield. 

Mr. Nicuotson. These mutual savings banks in Massachusetts can’t 
do anything they want to. The legislatures prescribe what percentage 
of money can be used for certain things. For instance, we allow 2 
percent for railroad equipment bonds. We allow the bank to have 
60 sear of their capital in mortgages, and so forth and so on. 

As far as the insurance part of it is concerned, we have many stock- 
holders in those banks, and the only people who are interested are 
the depositors, and they get the money that is left after expenses. 

I can’t see how you can put savings banks in the same category as 
stock companies who invest money for their own use. 

Mr. Huntineton. The savings banks in Massachusetts can own the 
stocks of banks, commercial beste. 

Mr. Nicuotson. Well they can own stock in another bank, yes. 

Mr. Huntineron. And they do. 

Mr. Nicuotson. But they can’t own too much of that. I don’t 
know the percentage. 

Mr. Huntrneron. The savings bank beneficiaries of course are their 
depositors who are in effect their stockholders. They are in the same 
position as the stockholders of a company. 








CONTROL AND REGULATION OF BANK HOLDING COMPANIES 569 


After operating expenses are deducted from gross earnings, they 
pay a certain amount of interest. They accumulate some surplus 
capital and that all presumably belongs to the depositors. 

Mtr. Nicuoison. That is who gets it ? 

Mr. Huntincron. That is right. Our stockholders are people, too, 
sir. 

Mr. Nicuotson. I think this question of savings banks being in the 
same category with bank holding companies isn’t fair at all, because 
we take care of them by law in Massachusetts. When they had all 
that trouble in 1933, there weren’t any savings banks in Massachusetts 
that closed up or that were in any danger of closing. 

Mr. Huntineton. Mr. Nicholson, I might say that our Morris Plan 
banks weren’t closed up after the bank holiday either, and no deposi- 
tor in a Morris Plan bank ever lost a dollar. And that is more than 
you can say for Federal Reserve members. They lost $3 billion in 
1 year. 

Mr. Nicnotson. Well, I only objected to that. 

Mr. Huntrineron. Savings banks can own common stocks, and in 
New York State they can own an investment company, do any busi- 
ness they want indirectly; in Ohio they can own any business they 
want, an oil well, a coal mine, a manufacturing plant, as long as they 
own it in fee. 

If they own banks, why shouldn’t they be a bank holding company ? 
What is so sacrosanct about that ? 

If any entity owns a bank, why shouldn’t it be a bank holding com- 
pany, any agglomeration of capital. 

Mr. Nicnorson. I don’t know as my banks owns any stocks in such 
companies. That is all, Mr. Chairman. 

The Cuarrman. As I understand it, there are a good many cor- 
porations that own one bank for the benefit of their employees, and 
that was one of the reasons why that exemption was put in the bill. 

A nonbanking corporation that owns the controlling interest in 
one bank is not considered a bank holding company. Do you have any 
objection to that? 

Mr. Huntineton. Under this bill it isn’t. 

The Cuarrman. Yes; under this bill. Have you any objection to 
that? 

Mr. Huntrneton. I do have, Mr. Chairman, yes. I have stated my 
objection. 

The Cuatrman. Yes; I know. Well, it seems to me that is a reason- 
able restriction, and a reasonable condition, because there are many 
big corporations, I understand, I don’t know how many, but for the 
accommodation of their people, have established a bank. 

That is the reason that that exemption was made. 

Now what is the character of the investments your corporation 
makes? What do they own? 

Mr. Huntineron. In other things besides banks? 

The CHarrMan. Yes. 

Mr. Huntrneron. We own insurance companies. We have an in- 
surance company. We carry on a time-sales finance business and in 
connection with that, we have a company that writes automobile in- 
surance. Mr. Morris set up, long, long years ago, a credit life-insur- 
ance company. I would like to have him tell you about that. It was 
set up for the purpose of aiding the little people who came in to bor- 
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tow money in our banks, and who when they died, left their estates 
in the position where they had to loan to liquidate. We took care of 
that by life insurance. We own industrial companies of various 
kinds. 

The Cuarrman. What kind of industrial companies ? 

Mr. Hunrineron. We own a company in the aircraft business, in 
the electronics business, in the dust equipment business, in the other 
businesses, in the steel industry business, and so forth, in the business- 
machine field, and as I said, in the electronics field—in all of those dif- 
ferent categories—in the real-estate business, and we also own an oil 
company. We havea diversified list of investments. 

The CuarrmMan. You own stock in them. Do you own the majority 
of stock in all those companies ? 

Mr. Huntrnerton. Yes, sir. 

The Cuatrman. Where did you get the money you put into those 
companies ¢ 

Mr. Huntineton. From 55,000 stockholders, 

The Cuarrman. What do you do with the investments of your 
banks? The income from the banks? Don’t you put that in these 
corporations ? 

Mr. Huntinoron. I think I stated a few moments ago, Mr. Chair- 
man, that our ownership of banks represents about one-quarter 

The CHatrman. It doesn’t make any difference. Don’t you put the 
income from the banks into the industrial enterprises you operate ? 

Mr. Huntrneton. Well 

The Cuatrman. Yes. 

Mr. Huntineron. Largely in view of the proportions, Mr. Chair- 
man, we have been putting the income from our industries into our 
banks. 

Actually we raise money for new capital when we need it on the open 
market. 

The Carman. Is it sound for banks to go into highly speculative 
enterprises? Is that sound banking? 

Mr. Huntineron. Sound for banks? 

The Cuarrman. Banks ought not to invest in stocks. ‘They ought to 
invest in obligations. 

Mr. Huntineton. I couldn’t agree with you more. They ought to 
stick to the banking business and ours do. 

The Cramman. And that is what this bill is intended to have done. 
Isn’t there a constant temptation on the part of your banks to put the 
money that you earn in the banks into these enterprises that are highly 
speculative stock enterprises? Isn’t that true? 

Mr. Huntinetron. Mr. Chairman, our banks can’t invest in stock 
and I think I tried to make the point clear a little further along, that 
due to the provisions of section 17 of the Investment Company Act of 
1940, none of our companies can invest in any security or make any 
Joan or otherwise deal with any other company. 

The Cuarrman. Well your banks lend to industries, don’t they ? 

Mr. Huntineton. They do not, sir. We are not permitted to, with- 
out consent of the Securities and Exchange Commission and we have 
never asked for that consent and they wouldn’t give it to us if we did. 

The Cramman. Then you are just in the business of independently 
organizing corporations and running banks that have no relationship 
to the corporations organized ? 
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Mr. Huntineron. We are in the business of making investments. 
That is what the Congress intended when they passed the Investment 
Company Act of 1940, 

We are trying industriously to conform to the provisions of that act 
and do what the Congress authorized us to do and do it in the way they 
directed us to do it. 

And in 15 years we haven’t had 15 minutes trouble with the SEC, 

The CHarrmay. Is there any objection, do you think, to the sound- 
ness of the policy, of people going into the banking business and also 
in industrial enterprises ¢ 

Mr. Hunrtineton. I think it is a wholesome thing from the point of 
view of investment policy, Mr. Chairman. 

The Cuairman. Well if the banks could control the credit 

Mr. Huntineton. If the banks would control the credit 

The Cuairman. Yes, and the money supply, the industries which 
were associated would certainly be in a very preferential position, 
wouldn't they ¢ 

Mr. Hunrincron. We can’t lend those associated industries one 
dollar. We can’t give them a dollar of commission or agency fee or 
anything else, even in the course of ordinary business. We are com- 
pletely insulated from our banks. 

The Cuatrman. Which business were you in first, the banking 
business or the others ? 

Mr. Hunrincron. I have tried to illustrate graphically, on one of 
our charts, our complete insulation as against the kind of insulation 
that our independent bankers have. It is in appendix A, part 6, 
exhibit 4 (a). I hope you have a copy of it. 

Mr. Murer. That doesn’t answer the Chairman’s question as to 
which business you got into first, the banking business or the other. 
Mr. Huntincron. We were in the investment company business 
first. 

The Cuairman. How long had you been in the investment business 
before you got into the banking business ? 

Mr. Huntineron. 15 years. 

The CuatrmMan. Don’t you consider—we are assuming that a bank 
invests its money in stock, any kind of stock—don’t you think that is 
a highly speculative investment ? 

Mr. Huntineron. Mr. Chairman, under the laws of most States a 
bank can’t invest its money in stocks. 

The Cuarrman, That is true. 

Mr. Hunrineron. It is true that these mutual savings banks are 
excluded under this bill, but ordinary banks can’t. 

The Cnarrman. But the holding company that controls the bank, 
and that is the beneficial interest in the banks, and gets the income 
from the banks, can invest in stock, and by this device, that sound 
principles of law have been overcome. Isn’t that true? 

Mr. Hunrincton. What sound principles of law, that banks 
can’t 

The Cuatrman. That banks shouldn’t invest in stocks. That banks 
shouldn’t take their depositors’ money and put it in highly speculative 
investments. 

Mr. Huntineron. I want to call your attention to the fact that 
not $1 of depositors’ money ever flows into the hands of a stockholder 
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of a bank. All a stockholder ever gets from a bank is a portion of 
net earnings, under the Federal laws and under the laws of any State 
you can mention. 

Nothing but net earnings are distributable. Deposits can’t be 
touched, nor can the capital and surplus. 

The CuatrMan. But the soundness of the bank is essential to its 
interest. 

Mr. Huntineron. Certainly, and that is protected by the capital 
surplus which can’t be touched. Only current earnings can be declared 
as dividends. 

Mr. Brown. Don’t you declare dividends, don’t you pay dividends 
to the stockholders of the bank ? 

Mr. Huntineton. Of course, but they are not paid out of deposits. 

The Cuarrman. They are paid to the stockholders of the bank? 

Mr. Huntrineton. Yes, sir. Out of earnings, current earnings. 
That is all the law permits. The law doesn’t permit anything else. 

The CuHarrmMan. But the stockholders of the bank are vitally inter- 
ested in the investments of the bank because it will eventually mean 
if they are not sound investments, they will get no dividends. 

Mr. Huntineton. I agree with that. 

The CHarrman. You don’t think there is any inherent weakness, 
then, in the holding companies, in their operations being in outside 
enterprises, not connected with banking, and also operating banks? 

Mr. Hunttnerton. I think it is a very wholesome thing, on the 
contrary, Mr. Chairman, because I think it gives those banks, which 
otherwise couldn’t have capital, access to capital markets. As long 
as a bank holding company is strong, and as long as the public is 
interested in its securities, because of good investment policy, there 
will be a market for its shares, and thereby indirectly a market for 
the shares of these little banks and that has been our function through 
the years. 

The Cuatrman. You talk about diversified investments in stock. 
I think it is well to have diversified investments but I think the sound 
investment for a bank to make is not in stocks, but in obligations, 
and I think you will find that most banks that are operated soundly 
and under proper banking principles, don’t invest in stock, even if 
they were permitted to do so. 

Mr. Huntineton. Our banks don’t invest in stocks you understand, 
Mr. Chairman. 

The CuarrmMan. But you have a vital interest in the stock of the 
companies that you have organized and that you operate in con- 
junction with your banks. 

Mr. Huntineton. Of course, we have, and we have a vital interest 
in the stocks of the banks we own, too. 

The CuarrmMan. Surely, but 

Mr. Huntrnetron. But those banks are not one bit different after 
we buy the shares of stock in that bank than they were before we 
bought them. 

The Cuarrman. I don’t think they are good companions. 

Mr. Wotcorr. Are you, or anyone else, in a position to tell the 
committee if the Federal National Mortgage Association might not 
be considered in the banking business ? 

Mr. Huntineron. That would be a little difficult for me to answer, 
Mr. Wolcott, without examination. 
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Mr. Wotcorr. It might also be difficult to report, especially when 
the management of the Federal National Mortgage Corporation 


might, in the next 5 or 6 years, perhaps, not be a Government owned 
corporation. 


Mr. Huntineron. That is right. 

Mr. Woxcorr. Has anyone on the committee, or anywhere else, pre- 
pared a statement as to the Federal National Mortgage Corporation, 
when it becomes a privately owned mortgage corporation, might not 
be considered a holding company under this act ? 

The Cuarrman. No. 

Mr. Wotcorr. You say no. I want to be sure about it. I don’t 
think this is sufficient. 

How far are we going in the act? That is what I am trying to 
find out. We set up a provision last year for the gradual liquidation 
of the Federal National Mortgage Association, and we anticipate that 
in the next few years, through the retirement of the capital stock 
of the Federal National Mortgage Association, which is now owned by 
the Treasury, that it will be a privately owned corporation. 

I want to find out before I vote on this bill, whether or not this bill is 
going to prohibit the operation of the Federal National Mortgage 
Association after private enterprise has purchased the controlling 
shares in that corporation. 

Mr. Hunrineton. You have raised a nice question, Mr. Wolcott. 
Please don’t ask me to answer it. 

Mr. Wo corr. I am asking myself the question because it bothers 
me. Of course, we don’t want to do anything like that in this com- 
mittee. 

Mr. Mutter. Mr. Wolcott, you overlook the saving provision we put 
in that legislation that before it can be privately owned, the Congress 
must approve that, plus the fact that the ownership of Fannie May 
by a bank or mortgage company won’t make Fannie May a holding 
company of that mortgage company. That is the reverse of what we 
are trying to stop here. 

Mr. Wotcorr. If it just happened somewhere along the line—well 
I can envisage a situation where certain of the New York banks, which 
are engaged largely in real estate lending, might conceivably own more 
than 25 percent of the shares of Fannie May. I think we should ex- 
plore that problem. 

From my experience on this committee and Congress, notwithstand- 
ing the high regard that I have for every member of this committee, 
and every Member of Congress, including the Senate, I wouldn’t feel 
that there was anyone in the Congress judicially so great as to be 
able to settle that question to my satisfaction. . 

That prompts me to state that I think there are a good many things 
in this bill that we haven’t given enough thought to, and I hate to 
see this legislation brought to the floor and perhaps passed by the 
Congress, and then run afoul of these inconsistencies that have been 
mentioned by you and which all of us have in mind, as to the possi- 
bility of an interpretation of what this committee has set up. We 
should get rid of these doubts before it ever goes out of this committee. , 

I don’t think we know or ever will know, this week or next week, 
what the potentialities of this legislation are to do the job that it has 
heen set up to do under the Constitution. 
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I fear my own limitations with respect to that problem. I have 
been here 24 years now, and I haven’t had as many doubts about the 
details of any legislation which has ever come before this committee, 
in its application, as I have about this measure. 

We don’t know enough about this legislation to report it out of this 
committee, unless we ha ve, and again let me repeat, some area of 
compromise, so that we can get a bill together, with the help of the 
independents, the Federal Reserve, the Comptroller’s Office, and the 
others, a job which should have been done around the council, table 
before the bill was ever introduced and I am sure we are not going to 
take the time now, before this legislation is reported out, to do that 
job, because there doesn’t seem to be the desire to narrow the area of 
controversy to the 3 or 4 very simple problems that should confront 
us in this legislation, and you know, for some reason or other, I find 
that on occasions, political expediency sometimes determines a per- 
son’s thinking with respect to many of these problems, and I, of course, 
wouldn’t have political expediency control or influence anyone’s mind 
with reference to this bill. 

Mr. Murer. Mr. Wolcott, Mr. Chairman, may I comment briefly 
on what Mr. Wolcott has just said. The very purpose of these public 
hearings is to eliminate all the doubts that any members may have, 
and if we are going to wait for any industry or any segment of an 
industry to come before us and write the legislation for us, whenever 
a group doesn’t like the piece of legislation, all they need do to kill it, 
is stay away. 

I know Mr. Wolcott has invited help from the various segments of 
the banking fraternity on this bill. I know Mr. Spence has done it 
and I have done it and there has been very little cooperation extended 
to us by the people who are opposed to this legislation and we will 
simply have to go on and have these hearings until we have eliminated 
the doubts and then go into executive session and write the bill without 
their help. 

The Cuatrman. There hasn’t been a single person or corporation 
that has asked to come that we haven’t invited to come and be heard. 
I don’t know what more we could do. 

We are always going to have somebody, when we close the hearings, 
state that they wish they had had an opportunity to testify. We can’t 
help that. 

Mr. Murer. Mr, Chairman, it is now 25 minutes after 4. I am sure 
there are other members who have questions to ask. Some of them 
sat here patiently all afternoon. I only came a few minutes ago. I 
would like to follow the procedure of not taking the time ahead of 
other members who have sat through the afternoon. I would like to 
spend a half hour with this witness. May I suggest we recess until 
tomorrow ¢ 

The Cuatrman. We have given up the room for tomorrow. 

Wecan goon. Iam willing to stay here. 

Mr. Motrer. I don’t want to be unfair to these members. I always 
defer to members who have been here. Unfortunately I have set up 
.a meeting in my office for 4:30 and I can’t stay beyond 4: 30. 

The Cuatrman. Mr. Kilburn. 

Mr. Kirieurn. I just want to get one thing clear in my mind. As I 
understand the theory of government, the Federal Government, under 
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a free enterprise system, it is to encourage competition, but the Gov- 
ernment’s function is to see that it is fair competition. 

I have listened to all the witnesses, I think I have been here through- 
out the hearings. Is it true—I don’t say that it is the motive—but the 
result of this bill would be to have the independent bankers eliminate 
part of their competition by Government law. Am I right? 

Mr. Huntineron. I think unquestionably that is the result. It cer- 
tainly would be as far as we are concerned. 

Mr. Kirpurn. That is all I have, Mr. Chairman. 

Mr. O'Hara. Mr. Chairman. 

The Cuarrman. Mr. O'Hara. 

Mr, O’Hara. May I inquire in what year the Morris Plan Corp. was 
formed ¢ 

Mr. Huntineron. The Morris Plan Corp. or its predecessor was 
formed about 1917. 

Mr. O’Hara. Prior to 1917 were not Morris Plan offices operating 
under the provisions of State legislation ¢ 

Mr. Hunrineton. Which operated under various State statutes, 
you say, Mr. O'Hara. 

Mr. O’Hara. Yes. 

Mr. Huntrneron. Yes, that is right. 

Mr. O'Hara. And the present Morris Plan Corp. is the outgrowth 
of such organizations as obtained at that time ? 

Mr. Huntineron. Well from the very early days, and Mr. Morris, 
I am sure, would be glad to tell you, it had organized a holding com- 
pany for the sole purpose of using it as a medium for raising capital, 
which as I pointed out, is one of the essential features of the bank 
holding company, one of the essential characteristics and from the 
very early days, he had such a bank holding company which was 
used as that medium. 

Mr. O’Hara. And as early as 1913, the legislature of Illinois was 
asked to enact legislation making possible the operation of the Morris 
plan in Illinois? 

Mr. Huntineron. Of a Morris plan operation there. It could have 
been that far back, I am not sure. 

Mr. O’Hara. I wonder if Mr. Morris was there at that time. 

Mr. Huntineron. Yes, he was, Mr. O’Hara. 

Mr. O’Hara. Then I possibly met Mr. Morris when he was a much 
younger man. I was president of the senate in Illinois, when the 
legislation asked by the Morris Plan Association was enacted, and the 
representation was made at that time that you were going to serve 
the little people, who had been the victims of the loan sharks that were 
prevalent at that time, and it was represented to us, at that very early 
time, that you were embarking on an enterprise to help the little people 
who had been the victims of the loan sharks. 

Now do I understand that from that start, and in the field of service 
to the little people borrowing on their wages, and presumably from 
the profits on wage loans a corporation has developed that owns many 
banks acquired from local people who founded them and many cor- 
porations entirely outside the banking field ¢ 

Mr. Huntineron. No, sir, not at all. You were perhaps not here 
when I testified earlier. The Morris Plan Corp. owns only 10 banks. 
The average loan made by our banks—lI haven’t the figure as of the 
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close of last year, but as of the close of the preceding year, it was about 
$730, the average loan of our banks. 

We are serving the little people, hundreds of thousands of them. 
We serve something like a million accounts in those little banks of 
ours. Weare still consumer-credit banks. 

Mr. O’Hara. At that time in 1913 I am referring to the loan-shark 
interests were protesting, as you are protesting now, against regulatory 
legislation. You were not there in 1913, Mr. Morris, were you? 

Mr. Morris. No, not in 1913. 

Mr. Huntinetron. We are not protesting against regulation, Mr. 
O’Hara. We are strictly regulated. Under the Investment Act of 
1940 there is nothing we can do without applying to the SEC. We 
are much more regulated than any bank you can imagine. We are not 
objecting to regulation. 

Mr. O’Hara. Is the Morris Plan Corp. still engaged in the con- 
sumer-credit business ? 

Mr. Huntineron. Yes, it is. 

Mr. O'Hara. That is the largest part of your business ? 

Mr. Huntrineron. Yes, it is, sir. 

Mr. O’Hara. When you started, you made your first earnings from 
the salary loans? 

Mr. Huntinetron. Yes, sir. 

Mr. O’Hara. And you are still largely in consumer credit ? 

Mr. Huntineron. And you can imagine with more than 52 percent 
of the increase in gross national product in our country since 1933 
taking the form of price increase, you can imagine what a $732 average 
loan per annum means really on the basis of a present inflation dollar. 

Mr. O’Hara. Isn’t it a fact 

Mr. Huntineton. It means about half that much. 

Mr. O’Hara. About the time the Morris Plan was made operative, 
that about the only things we were buying in America on installment 
were sewing machines and subscription books? There has been a 
tremendous growth in consumer credit. 

Mr. Hunrtineton. I think there has been. 

Mr. O’Hara. Maybe I should take a little time to get your idea on 
consumer credit. 

Mr. Huntinecron. Would you like Mr. Morris to tell you? He is 
the consumer credit authority. 

Mr. O’Hara. I would say that no one in my time has contributed 
more to revolutionizing financing and, in a large sense, merchandising 
than Mr. Morris. When he started, the only items being bought on 
time were the Singer sewing machines and books. 

As I understand when he started, the only things being bought on 
credit were the Singer sewing machines and books. 

Mr. Morris. And pianos. 

Mr. O’Hara. And from the idea which he originated, and which I] 
in my humble way helped along in getting the necessary legislation 
in T]linois, has come this great growth in consumer credit that supplies 
the buying market for automobiles, TV sets, and pretty nearly every- 
thing else that keeps the wheels of American industry humming. 

Mr. Huntrneton. He is too modest to say it, Mr. O'Hara, but I 
think that is completely true. 

Mr. O’Hara. Now, I am interested in this. Today you have become 
a large corporation. You have large holdings. You do not want to 
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divest yourself of the nonbanking interests. If one man could get 
such tremendous power over credit, and that stemming from the little 
people making wage loans, it is likely that others, perhaps not wedded 
to your high ideas, later will use for a public disservice, the instru- 
ments you have created. If you concede such possibility, would you 
not say that we do need some regulation, such as that contained in the 
Spence bill, that will prevent unscrupulous men from coming in and 
getting a power comparable to yours over banks in smal] communities, 
and in the end stagnating the free flow of credit in local communities, 
Your purpose has been laudable. I think you have a spendid record— 
nevertheless, Mr. Morris, you and I are on the western slope. We are 
not going to be here forever, and evil men may follow you, and the 
institution you have built up for good purposes evil men may use for 
bad purposes. I think that is the thought back of the bill introduced 
by our distinguished chairman, Mr. Spence. 

Mr. Huntineton. Mr. O’Hara, how are you going to prevent dis- 
reputable people, if that is what you wish to call them, or unscrupu- 
lous people, buying the stock of any concern if they have the means? 
They can walk in and buy the stock of any bank, they buy the stock of 
the Chase Bank, Guaranty Trust Co., any of these independent banks. 

You have to deal with unscrupulous people or disreputable people, 
as you call them, or whoever they may be; you have to protect your- 
self against them by criminal laws, and by protecting banks against 
that. And they are protected against that. 

Mr. O’Hara. Not necessarily unscrupulous men, but cruel and ruth- 
less, men who reach out for power and go as far as the rules will permit. 
Even boxing and football have to have regulatory rules. 

Mr. Hunrineton. All right. Call them what you will, but they 
can buy the stock of General Motors or any other corporation if they 
have the financial means. How is that going to be stopped, unless the 
Federal Government is going to pass on the character of every pur- 
chaser of every stock. Would you want those unscrupulous people 
buying the stock of defense industries on which maybe our very lives 
depend? I mean what is the difference in the principles? I cannot 
understand it. 

Mr. O’Hara. No, I think, Mr. Huntington, there is a wide difference 
between ownership and power that attaches to ownership. For in- 
stance, I have heard since these hearings began that in the case of local 
banks, local people should own the shares. I don’t agree with that 
at all, because all of our corporations, and I think it is a good thing, 
have their shares widely held throughout the country. It is where 
you have concentration of power that the evil results. The bank 
holding companies do not buy scattering shares of stock in many 
banks, they concentrate in getting majority holdings in fewer banks. 

In the case of a local bank we attempt to keep the power over local 
credit in that community by having local directors, people of char- 
acter and standing who are not the dummies of outside interests. I 
have an open mind with gentlemen like yourself, whom I greatly 
respect, testifying on both sides of this question, but I do see a danger, 
where the directors of a local bank are controlled by some corporation 
or some holding company miles away, that can put them in or yank 
them out according as their conformance or nonconformance with the 
policies of the holding company. I can see a great danger in that, 
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Mr. Huntineron. Mr. O’Hara, I can only say this: So far as we 
are concerned, all of our directors are local directors. So far as we 
are concerned, if we buy the shares of a new bank which might repre- 
sent control of that bank there would be no difference in the protective 
provisions which secure the deposits of that bank or its operations, the 
moment after we acquired that stock than there was before we bought 
the stock. 

Obviously, if exercising the majority control which we may have 
acquired in that bank, we disposed of all the existing directors who 
were esteemed citizens of that community, and we put in a lot of 
cut throats and race track operators, and what not, we would lose the 
banking business. The bank would go out of business, and the people 
would take out their deposits. There would be no loan business. 

Furthermore, if they were disreputable people we put into that 
bank, and if they attempted to carry on disreputable practices, the 
FDIC, which has very broad power and can come in and take over a 
bank for what is called unsound practices, would move in in a moment 
just as they did in the case of the three Chicago banks in 1953. 

Mr. O'Hara. That is, you are depending upon the public sentiment 
in a community to regulate the bank. In other words, if you brought 
in the wrong kind of people, the community wouldn’t like it. 

Mr. Huntineton. Also, there are authorities who have complete 
authority to deal with that kind of a situation. 

Mr. O’Hara. Let me give you an illustration of how, what appears 
to be local sentiment sometimes is rigged. In a certain State—I will 
not name it because I have not personal knowledge—a man who con- 
trolled a great deal of money that came from sources that were ques- 
tionable, had in that State his younger brother whom he wanted to 
keep away: from the taint, and every time the brother went to that 
place they carried the story in the papers, and this man didn’t like it, 
and it embarrassed him, so he decided to change things down there. 
He had lots of money. He went out and put in a newspaper plant, 
replete with the most expensive machinery, and sent word to the owner 
of the paper down there that had been giving him the publicity he 
didn’t want that unless he sold out he would have competition, and 
this man didn’t care how much it would cost, he would furnish plenty 
of costly competition. The publisher sold out to him. 

He then wanted the man who had been the prosecuting attorney 
down there removed. He put a lot of money into that election, more 
than anyone there had ever dreamed of. It added up to a new 
prosecuting attorney. 

Now, having the newspaper, and having the law, this man felt he 
had attained the quiet and respectability he desired in that community. 
There was none left of the avenues through which public sentiment 
could be educated and aroused so that it could express itself. 

I am merely pointing out something that happened. And those 
things can happen again. 

The Cuatrrman. Mr. Huntington, are all of your stockholders in 
your banks bona fide shareholders, your directors, that is? Do you 
lave any repurchase agreements? Did the bank qualify them, or 
were they qualified ? 

Mr. Huntincron. In most cases, Mr. Chairman, we try to give our 
directors shares. There is always a demand for shares in these banks, 
and I know of no cases really where the stock isn’t held by the directors 
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outright. They would like more shares, in fact, if we had them avyail- 
able. 

The Carman. You have no repurchase agreements / 

Mr. Hunrineron. None that I know of. We have continuing de- 
mands from all of our directors for more shares. 

The Cuairman. What control do you have over that? You have a 
majority of the stock in every instance ¢ 

Mr. Huntineron. Yes, sir; we could elect any board of directors we 
wish. Customarily we simply give out the proxy to the local manage- 
ment, and the local management year after year elects whatever board 
they wish. Wedon’t even consult with them about it. 

The Cuamman. You can remove them at any time without cause, I 
suppose ? 

Mr. Huntineron. Oh, yes, that is true with respect to any board of 
directors, even of a business corporation. 

The Cuairman,. Mr. Fountain. 

Mr. Fountar. Mr. Huntington, you made what to me was a very 
significant statement, if I understood you correctly, a few minutes ago. 

Did I understand you to say that you can use your nonbanking inter- 
ests to help your banks but you cannot use your banking interests to 
help your nonbanking interests? Is that right? 

Mr. Huntineton. No, I didn’t say that, Mr. Fountain. I was asked 
by the Chairman whether it wasn’t true that dividends received from 
the banks were used by us to promote other of our investments; in other 
words, to invest in other things than banks, and I pointed out to him 
that dividends are a fundable thing, they flow into our treasury from 
all sources. Very small portions of our total earnings in the Morris 
Plan as related to the whole come from our banks, so if there is any di- 
version of dividend income it is from other sources into banks. 

Mr. Founratn. That is what I had in mind. I gathered from you 
that you could not use these dividends from your banks for other in- 
vestments, 

Mr. Huntineton. We cannot touch the resources of our banks as I 
pointed out. The banks are fully protected against that, under section 
17 of the Investment Company Act. By the same token, we can’t touch 
the interests of industrial companies or any other affiliates because they 
are also protected by section 17. 

Mr. Fountain. So whatever you put into either your banking or 
nonbanking interests comes out of your holding company ? 

Mr. Huntineton, It flows out of dividends or the sale of additional 
stock to the public to raise new capital. 

Mr. Founrarn. Do you know as holding companies were exempted 
from the Investment Company Act? 

Mr. Huntineton, Because, as I recall it—I can’t be sure about this, 
but the record would show—as I recall it, the Federal Reserve Board 
came over and asked that they be given an exemption because they 
were already regulating most of the bank holding companies as hold- 
ing company affiliates under the Banking Act of 1933. 

Mr. Postevate. Do you think the holding companies would now 
object to being placed under the supervision of the agency which ad- 
ministers the Investments Company Act ? 

Mr. Huntineton. The SEC? 

Mr. Founrarn. Yes. 
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Mr. Huntincton. We are already there Mr. Fountain. I cannot 
speak for other holding companies, but we have no difficulty operating 
under that law whatsoever. 

Mr. Fountarn. You gave us an example of what might happen 
in your particular situation where your nonbanking interests amount 
to about three-fourths of your investment and your banking interests 
about one-fourth. Would you be willing to speculate, give an opinion 
as to what might be the economic effects of the divestiture provision 
under this bill if it passes? 

Mr. Huntineron. I think they would be pretty disastrous, Mr. 
Fountain. I thought about that for years because we have been con- 
fronted by this legislation, and there isn’t any question but that an 
enforced divestiture would mean that there would be sacrifice in the 
liquidation of our banks. We have had enough experience in the 
handling of our banks and in the number of sales that we have made 
we have sold a great number of banks and bought a great number of 
banks; there have been reasons for that in each case—and we have 
found, in our testing of the market, through that experience, that 
there is nothing sure, as the independent bankers seem to think there 
is, in the market which would be available for our banks, and in a 
good many cases there would have to be outright liquidation, with 
the loss of that bank in the community, and with the result that a good 
many people would, of course, have to find other occupations, which 
in the banking field they can do. ‘They would be lost to our stock- 
holders. 

Mr. Fountain. That is the question I was going to ask. 

Mr. Huntineron. Definitely. There would be considerable loss to 
our stockholders. And under this bill, as you are aware, under sec- 
tion 11, we would be taxed on the disposition of any banks. ‘This bill 
doesn’t give you any tax exemption unless you just spin off other 
things, and, as I pointed out some time ago, that means that there is 
an attempt being made to force us to become bank holding companies 
and operate under this law, rather than under the Investment Com- 
pany Act under which we are now registered. 

We don't get any tax exemption if we sell the banks. We only get 
tax exemption if we sell other things and remain a bank holding com- 
pany under that law. 

Mr. Fountain. Do you know whether or not any Commission has 
ever been appointed, or any Federal agency selected to make an inves- 
tigation, and to have such hearings, lengthy or otherwise, as might be 
necessary, with a view of determining what recommendations, if any, 
should be made concerning bank holding companies and legislation 
affecting them ? 

Mr. Hunrineron. I know of none; no, sir. I think the Federal 
Reserve Board has investigated this over a period of years, but they 
have been proponents of legislation, of course, and have introduced 
their own bills. So far as I know, there have been no such hearings 
by any agency. Certainly we have never been invited to any. We 
were never invited to any prehearing discussions on this bill, 1 might 
add, or on the bill that was before the Senate last year. We have 
never been invited to any discussions. 

Mr. Founvarn. Mr. Chairman, one further comment I would lik 
to say to Mr. Huntington, and Mr. Morris: My mind is completel) 
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open on this legislation because I am a new member on this committee, 
and, frankly, I wouid like to find out all I can about this particular 
type of legislation, and the practical effects of it upon our peopl 
Mr. O’Hara was very complimentary of Mr. Morris, and I woul 
like the members of the committee to know that ] learned just a fev 
moments ago—I had heard of his name—that Mr. Morris was bor 
and reared in my home town, Tarboro, N. C.. which IS primarily 
agricultural section. His mother and father lived there. I unde: 
stand Mr. Morris left there at the age of 11 and the name Morri 
along with the names Royster and Pender—of the Pender Stores 
and many others, is a name of considerable prestige in m1 commu! 


The Coamman. The committee will adjourn to meet tomorrov 


(Whereupon, at 4:52 p. m.. the committee adjourned to Wed 
dav. March 9.1955. at 10: 30 a.m 
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Mr. Huntineron. We are already there Mr. Fountain. I cannot 
speak for other holding companies, but we have no difficulty operating 
under that law whatsoever. 

Mr. Founrarn. You gave us an example of what might happen 
in your particular situation where your nonbanking interests amount 
to about three-fourths of your investment and your banking interests 
about one-fourth. Would you be willing to speculate, give an opinion 
as to what might be the economic effects of the divestiture provision 
under this bill if it passes? 

Mr. Huntrineron. I think they would be pretty disastrous, Mr. 
Fountain. I thought about that for years because we have been con- 
fronted by this legislation, and there isn’t any question but that an 
enforced divestiture would mean that there would be sacrifice in the 
liquidation of our banks. We have had enough experience in the 
handling of our banks and in the number of sales that we have made— 
we have sold a great number of banks and bought a great number of 
banks; there have been reasons for that in each case—and we have 
found, in our testing of the market, through that experience, that 
there is nothing sure, as the independent bankers seem to think there 
is, in the market which would be available for our banks, and in a 
good many cases there would have to be outright liquidation, with 
the loss of that bank in the community, and with the result that a good 
many people would, of course, have to find other occupations, which 
in the banking field they can do. ‘They would be lost to our stock- 
holders. 

Mr. Founratn. That is the question I was going to ask. 

Mr. Huntrneron. Definitely. There would be considerable loss to 
our stockholders. And under this bill, as you are aware, under sec- 
tion 11, we would be taxed on the disposition of any banks. This bill 
doesn’t give you any tax exemption unless you just spin off other 
things, and, as I pointed out some time ago, that means that there is 
an attempt being made to force us to become bank holding companies 
and operate under this law, rather than under the Investment Com- 
pany Act under which we are now registered. 

We don’t get any tax exemption if we sell the banks. We only get 
tax exemption if we sell other things and remain a bank holding com- 
pany under that law. 

Mr. Fountatn. Do you know whether or not any Commission has 
ever been appointed, or any Federal agency selected to make an inves- 
tigation, and to have such hearings, lengthy or otherwise, as might be 
necessary, with a view of determining what recommendations, if any, 
should be made concerning bank holding companies and legislation 
affecting them ? 

Mr. Huntineron. I know of none; no, sir. I think the Federal 
Reserve Board has investigated this over a period of years, but they 
have been proponents of legislation, of course, and have introduced 
their own bills. So far as I know, there have been no such hearings 
by any agency. Certainly we have never been invited to any. We 
were never invited to any prehearing discussions on this bill, I might 
add, or on the bill that was before the Senate last year. We have 
never been invited to any discussions. 

Mr. Fountatn. Mr. Chairman, one further comment I would like 
to say to Mr. Huntington, and Mr. Morris: My mind is completely 
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open on this legislation because I am a new member on this committee, 
and, frankly, t would like to find out all I can about this particular 
type of legislation, and the practical effects of it upon our people. 
Mr. O’Hara was very complimentary of Mr. Morris, and I would 
like the members of the committee to know that I learned just a few 
moments ago—I had heard of his name—that Mr. Morris was born 
and reared in my home town, Tarboro, N. C., which is primarily an 
agricultural section. His mother and father lived there. I under- 
stand Mr. Morris left there at the age of 11 and the name Morris, 
along with the names Royster and Pender—of the Pender Stores 
and many others, is a name of considerable prestige in my commun- 
ity. 

The Cuarrman. The committee will adjourn to meet tomorrow at 
10: 30. 

(Whereupon, at 4:52 p. m., the committee adjourned to Wednes- 
day, March 9, 1955, at 10: 30 a. m.) 
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WEDNESDAY, MARCH 9, 1955 


House or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10:30 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Representative Spence (chairman) and Representatives 
Brown, Patman, Multer, O’Hara, Mrs. Buchanan, Fountain, Reuss, 
Vanik, Wolcott, Gamble, Talle, Kilburn, Betts, Mumma, and 
Nicholson. 

The Cuarrman. We will come to order. 

Mr. Arthur J. Morris will be our next witness. 


STATEMENT OF ARTHUR J. MORRIS, CHAIRMAN OF THE BOARD, 
THE MORRIS PLAN CORP. OF AMERICA 


Mr. Morris. Mr. Chairman, members of the committee, my name 
is Arthur J. Morris, and I am chairman of the board of the Morris 
Plan Corp. of America and the founder of the Morris Plan. 

I wish to record my vigorous opposition to the enactment of the 
1955 bank holding company proposals which are now before this 
committee. 

The proponents of this measure, as I have been given to understand, 
are a group of bankers who have joined forces around an organization 
or organizations labeled “Independent Bankers Association of Amer- 
ica,” or having substantially similar titles. 

This group has for years been sponsoring legislative proposals 
similar to those embodied in the current bills. These proposals have, 
in the past, been unrealistic, unwarranted, and oppressive, just as are 
the provisions of the measures they are now advocating. I would be 
doing less than my public duty if I did not appear here to oppose, as 
strenuously as I have opposed their former efforts, what these people 
are now attempting to do. 

This legislation is so thoroughly bad in so many particulars that 
it is difficult to enumerate all its faults and dangers. One of the 
things it does, as has been true of prior measures supported by these 
independent bankers, is to undermine State authority. 

I do not believe the people of this country want State authority 
weakened in any particular. We scarcely needa Hoover Committee 
report to remind the American people that we must view, with appre- 
hension, the sprawling Federal bureaucracy we have created. We 
want its activities curtailed—not enlarged. We want as many func- 
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tions of government as possible returned to the States, where we will 
be aware of what is being done—not left in Washington, removed 
from the scrutiny of the taxpayers. There should be no need—in any 
reasonable regulatory measure—to enhance Federal agency power as 
is contemplated in this proposed legislation in its attempt to usurp 
the power of the States to determine the conditions under which 
outside corporations may enter and in its clear intent to weaken our 
dual banking system. 

There are, of course, other features of this legislation which are as 
obnoxious as its attack on States rights. I refer to the hardship it 
might impose on minority owners of bank stocks—both corporate and 
individuals; the resulting limitations on our smaller banks in reach- 
ing sources of new capital; its attempt to assign bank holding com- 
pany responsibility to individuals who may be working together for 
the general good of some bank in which they may be interested; its 
class character, emphasized by its discrimination against corporate 
bank stock owners and its special, favorable treatment of mutual sav- 
ings banks and labor orgnizations; its disregard of the preemptive 
and other statutory rights of stockholders; the duplication of liability 
and supervision it would bring about; and the many other things 
which are elaborated upon in the opposing statement of Ellery C. 
Huntington, Jr., president of the Morris Plan Corp. of America. 

I approve wholeheartedly the position taken by Mr. Huntington, 
and J support his objections to the measures under consideration. 

I will limit my own criticism of the proposals of the independents 
to two features which J find especially repugnant. These are the 
bill’s utter disdain of small banks, and their requirements, amply 
evidenced by the bill’s provisions which would eliminate both corpo- 
rate investors and nationwide markets, and its ruthless treatment of 
interests which are vaguely referred to as nonbanking investments. 

These subjects are somewhat related. Both involve questions of 
philosophical approach to which I have given a lifetime of thought. 
Both touch upon principles of banking conduct and service which are 
close to my heart. 

The death sentence section of this bill, section 6, in effect, provides 
the owners of bank stocks who are assigned bank holding company 
liability under the bill, must, within 2 years, dispose of all the invest- 
ments and businesses they possess, other than their investments in 
banks and in what is termed related businesses. 

The bill does not provide for an alternative, but it is obvious that 
any investor who values his other interests more than his bank hold- 
ings must liquidate the latter. This is a consequence of the bill which 
evidently did not occur to these independent bankers when they 
drafted it, but it might be the only solution for some of us at whom 
the measure is directed. 

In fact, the independents have framed their bill in such fashion that 
we could not liquidate our bank stocks without a tax penalty. What 
they are really attempting to do is to compel us to become bank hold- 
ing even though we may prefer to remain as regulated investment 
companies without bank ownerships. 

The people who are supporting this bill would like you to believe 
that. they are asking for a segregation of assets and that this will be 
a simple matter. Actually, they are not proposing segregation but 
enforced liquidation—and this is a serious matter. 
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I would like to tell you of some of the hardships and injustices which 
might be inflicted on our companies if any such philosophy as that 
embodied in S. 2674 were enacted into law. I refer not only to the 
Morris Plan Corp., but also to the many banks it has brought into 
existence. I also have in mind the serious impact the bill will have 
on the services and facilities of these institutions which, for decades, 
we have been making available to hundreds of thousands of worthy 
individuals. ; 

To make clear the points I have in mind, I must give you some his- 
torical data. I began the first Morris Plan bank in 1910 in Norfolk, 
Va., with $20,000 capital for the sole purpose of making a start in the 
democratization of credit. By this I mean the making of loans to the 
individual who had no security to offer for bank credit. I was not 
long in discovering the fact that more than 80 percent of the Ameri- 
can public had no access to credit of any kind except as they resorted 
to loan sharks or charitable institutions. 

After I had operated the first Morris Plan bank 14 months I was 
sufficiently encouraged to undertake the organization of a second 
Morris Plan bank in Atlanta, Ga.—a city which was then infested 
with loan sharks. Both of these banks were successful from their be- 
ginning, and demonstrated the fact that you could extend credit in 
modest sums to honest wage earners with no security other than their 
character and earning power. 

This principle having been demonstrated to be safe in operation 
and reasonably profitable to capital employed, I organized four other 
banks in order to test the plan in different localities, north, south, east, 
and west. 

The progress of these six banks enlisted public attention throughout 
the country. I was overwhelmed with requests for Morris Plan banks 
in cities throughout the United States. I found I could not meet the 
demand for these facilities except by organizing a bank-holding com- 
pany through which to insure the capital and provide some form of 
installation and supervision service. 

I thereupon organized a small holding company in Norfolk, Va., 
with $500,000 capital. In less than a year I found this capital to be 
inadequate. I then came to New York and presented the problem, 
and our experience, to some of the best financial minds in the metrop- 
olis. These men and I organized a company of $5 million capital. 
This was the predecessor of the present holding company, the Morris 
Plan.Corp. of America. 

Subsequent to this, and in order to provide the facilities for im- 
plementing the principle of democratizing credit for the average man 
on the street, it became necessary to organize the Morris Plan Corp. 
with a very much enlarged capital structure. 

_All of the foregoing was made necessary because I learned from 
bitter experience that it was almost impossible for small, local banks 
to obtain the necessary additional capital to meet their growing re- 
quirements, without the assistance of some larger, closely associated 
entity which would be responsible for furnishing to them capital 
funds as required. 

As a result of the demonstrated success of the principles underlying 
the Morris Plan, and after banks in general had begun to realize the 
importance of these facilities to the mass of American people, com- 
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mercial banks all over the country began to emulate the Morris Plan 
system by opening personal loan and consumer credit departments. 
Notwithstanding the increase in consumer credit facilities, the people 
for whom the Morris Plan was originally undertaken have continued 
to prefer their own industrial and consumer credit banks. This facet 
is demonstrated by the growing volume of business of Morris Plan 
banks and other similar institutions that have been successfully de- 
veloped throughout the country. 

It soon became apparent, as the Morris Plan grew larger and larger, 
that it was essential to provide some protection to the comakers re- 
quired under the system. In fact, from the early days of the Morris 
Plan development, leading bank authorities raised one criticism: that 
while the loans were made primarily to the American wage earner 
predicated upon his character and earning power, the system 1 provided 
for one or more endosers in the form of comakers and that this pro- 
cedure necessitated the protection of such comakers. 

A study of this problem finally led to my organization of the first 
credit-life insurance company in this country, which was then called 
the Morris Plan Insurance Society, and is now known as the Bankers 
Security Life Insurance Society. Initially, I tried to get existing in- 
surance companies to undertake this protection, but they could not be 
persuaded to enter such a field of underwriting. As a result, our 
insurance society was organized and developed by the Morris Plan 
Corporation of America, The life insurance protection afforded by 
this insurance society enabled worthy borrowers to obtain comakers 
because, in the event of the death of the borrower, the insurance pro- 
tection liquidated the debt and safeguarded the comakers as well as the 
estate of the borrower. 

Without the intervention of the Morris Plan Insurance Society, 
there is no question but what the development of consumer credit in 
this country would have been materially impaired. And without the 
holding company it would have been impossible to have organized and 
developed this protective insurance service. 

In addition to its interest in the life insurance company which I 
have described, the Morris Plan Corp. controls a company known 
as National Industrial Credit Corp. This corporation, through sub- 
sidiaries, services a time sales finance plan for banks, and furnishes 
the liability and property damage insurance without which the time 
sales plan could not effectively function. These services were devised 
for the sole purpose nah ete media through which banks, operat- 
ing in the consumer credit field, may successfully compete, locally, with 
finance companies. Our affiliated insurance companies write general 
fire and casualty lines by way of offsetting the excessive loss ratios 
which are customary in comprehensive automobile coverage. 

I would like to emphasize the fact that the bank time sales service 
we are operating, and the insurance facilities which supplement it, 
enable banks—in the communities where constituent banks are lo- 
cated—to compete with the finance companies which heretofore have 
had a high rate monopoly on this type of transaction. Our insurance 
companies are, of course, an integral part of the plan for the simple 
and obvious reason that outside coverage is difficult to retain due to 
the loss experience with respect to the type of risk involved. 

Our bank service plan is open to any bank, subject to franchise limi- 
tations. We are now serving some 200 bank offices in 15 different 
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States. Most of these offices are those of banks in which we have no 
financial interest of any kind. 

All of the operations I have mentioned—and all our interc ompany 
dealings—are, of course, subject to rigid supervision. The banks 
with which we deal are supervised by Federal and State banking 
authorities; our insurance companies are regulated by State insurance 
departments, and the activities of all our other companies are rigidly 
controlled under the Investment Company Act of 1940. 

These are the operations which the independent bankers would 
now like to have you tell us we must abandon because, in some way 
or other, they are a threat to bank investments. The best answer to 
this kind of nonsense is a plain statement of facts. 

These enterprises were devised for the purpose of extending and 
protecting the many services our banks are constantly attempting to 
make available to our customers. The “little people” of our American 
communities were not getting n much attention from the big banks at 
the time we began our Morris Plan development. 

I was determined that they would get attention from us; and I 
have insisted from the outset that we do everything we can to keep 
pace with the requirements of the public. 

And, by and large, we are doing just that. Our tiny institution 
in the city of New York, for example, beset as it is with competition 
from the largest banks in the country, maintains something more 
than 1 million current credit files. These are all files of honest “little 
people” of the world, as is indicated by the fact that our average loan 
to them last year was less than $1,000, and that on these loans they 
paid us back so faithfully that we were able to preserve our loss ratio 
record of about one-quarter of 1 percent. 

Now I can well understand why it is that the independent bankers 
are trying to convince you that most of these things we are doing are 
dangerous and wrong. I understand this because, following one of 
your prior hearings at which their representatives had been urging 
more or less the same type of legislation they are now sponsoring, I 
looked into the activities of one of them. I selected this representative 
because he was then the president of the association. 

What I discovered about this important official may explain the 
apparently maniacal compulsion he and his independent banker 
coconspirators have for the destruction of legitimate banks. 

If the institution run by this estimable gentleman is typical of 
those of other members of his group, none of them are in the banking 
business at all and can have no concept of the responsibilities of a 
wide-awake, public-spirited, modern bank. 

This ex-president of the association which is trying so desperately 
to get you to put us out of business once wrote an article about his 
operations, which, because of my interest in him, I have preserved. 
He made three significant statements in this article: First, that his 
deposits were approximately $12 million: second, that his bond 
account totaled $8 million; and third, that he had “just under a 
million dollars in total loans.” 

The man of whom I am speaking was then conducting his business 
ina splendid-looking, well- Toe ated building in one of our large, fast- 
growing metropolitan areas. But he was not giving banking services 
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to his community. He was either running a warehouse for Govern- 
ment securities or acting as a bond trader for unsuspecting customers, 
in either case, as can be surmised, with riskless benefit to himself. 

I do not personally know the individual of whom I am speaking and 
I regret the necessity of referring to his business as he has described it. 
But over the years I have grown tired of the attacks which he and 
his associates have leveled against those of us who believe that good 
banking requires a willingness to meet the needs and demands of the 
public. 

What I have said about a former official of the independent bankers 
association seems to be equally true of other members of that organi- 
zation. We have examined into the operations of five institutions with 
which are connected certain of the representatives of the independents 
who appear to be their chief spokesmen. We were not able to get much 
information about the banks in question for they publish few detailed 
statistics. This is quite the reverse of our own situation, I might add, 
since voluminous data concerning all our investments are always on 
file with the Securities and Exchange Commission. 

Despite the paucity of available information about these indepen- 
dent banks, we discovered two things: First, that the average of their 
loan volume was less than one-third of that for our own banks. This 
indicated, as had been true of their ex-president, that these indepen- 
dent. bankers were rendering less than ull service to their communi- 
ties, and that they would be vulnerable to aggressive competition. 

The second thing we learned was that, since 1944, their growth had 
been only a fraction of that of our Morris Plan institutions. We 
wanted to compare our earning records, but this was impossible due 
to the fact that their figures are not, evidently, a matter of public 
record. We found enough, however, to convince us that these people 
have been sitting on their hands while other banks, including our own, 
have been hustling to develop business. For banks, as a whole, have 
grown tremendously during the period I have mentioned, due to our 
great increase in population, and to the shifts which have occurred as 
a result of business dispersion and living changes induced by war and 
technological improvement. 

All of this I found most illuminating. It explained what I had 
heretofore suspected, namely: The independent bankers have been at- 
tempting to persuade the Congress to destroy bank holding companies 
as a painless way of killing off potential competition. They evidently 
want to continue to sit on their hands, and they hope the Congress 
will make this possible. If they expended half the time and energy 
running their businesses which they have devoted to attacking bank 
holding companies they would be able to meet the competition in the 
field, where it can and should be met, rather than in the committee 
hearing room. That, at least, is the philosophy we pursue in the opera- 
tion of our banks, and they face the biggest and most relentless insti- 
tutions in the entire United States. 

The final thing I would like to say about the independent bankers 
and their legislative theories is this: 

The very language of the measure they have devised and the testi- 
mony they have given in its support indicate a conviction that there 
are some magic qualities and characteristics to be found in their bank 
managements which are lacking in the managements of bank holding 
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companies and the institutions they control. These shortages, they 
feel, will be overcome by straitjacket regulation and the assignment 
to the Federal Reserve Board of wide and arbitrary discretion. 

My answer to these unwarranted assumptions is that our Morris 
Plan managements have been in existence much longer than many of 
the independents. Our record of service and efficiency during this 
period speaks for itself. On the whole we have done our fair share in 
meee the requirements of the communities in which we have been 
doing business and still have shown a growth and investment return 
which will compare favorably with the average for other banks. We 
have survived bad times without having had to run to Washington 
for financial aid, and no bank we control has ever closed its doors, an 
experience which has not been common to all other banks, including 
Federal Reserve members. 

Our record of honesty is at least as good as that of efficiency. We 
have been the victims of embezzlement, as have most of our competi- 
tors, but the integrity of our top managements, of our banks and the 
Morris Plan Corp. alike, has never been questioned. Although we are 
supervised by several authorities, and our transactions are subject to 
closest scrutiny, we have not been accused of dishonesty or unconscion- 
able dealing. 

We are much more regulated than the independents, much more 
restricted in our spheres of action. I see no objection to this, for I 
believe in the principles of full disclosure and limitation of insider 
dealing. These are the bases of the limitations to which we are subject, 
and it would be wholesome, I am convinced, if they were made appli- 
cable to independent as well as corporate managements, as we are 
elsewhere suggesting. 

In closing, permit me to say this to the members of this committee: 
Our banks and their operations have been designed to meet the require- 
ments of consumers. Over the nearly 50 years which have elapsed 
since we made our first personal loan and financed our first time sales 
contract, outstanding consumer credit has grown in volume until today 
it is an indispensable prop to our dynamic economy. This develop- 
ment would never have taken place but for the vision and the courage 
of men in the banking industry who were willing to shape their policies 
and their procedures to the necessities and predilections of the masses. 

I am proud of the fact that the Morris Plan Corp. and the banks 
it owns and the supplemental services it has organized have been able 
to contribute to this development. We have endeavored to be legally 
and ethically correct in all that we have done. We have maintained 
ourselves and the underlying banks and other businesses for which we 
are responsible through good time, and bad, even during the dark 
days of the bank holiday when the doors of powerful neighbors, in- 
cluding some under Federal agency supervision, were closed. 

We ask no special favors. We are regulated, and have no fear of 
regulations, but we resist, and will continue to resist, destruction. 

Gentlemen, the measure before you is dangerous, impractical, au- 
thoritarian. It is designed to serve special interests. It is false to the 
traditions of initiative and risk taking to which American enterprise 
is dedicated. 

In the name of commonsense and the democratic processes in which 
we all believe. I urge the rejection of this philosophical monstrosity. 
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I am recognized throughout the United States as the father of con- 
sumer banking in America. 

Now, Mr. Chairman, in order for this committee to comprehend 
with applied intelligence the issues that are interesting us in the bill 
before this committee, it is essentially necessary for you in the cryptic 
short space of time to have me give you a br ief cryptic outline of the 
history of the Morris Plan system in America. 

I was born in North Carolina, reared and educated in Virginia, at 
the University of Virginia, and I exist in New York City and its 
suburbs. 

I graduated from the University of Virginia, in the college in 1898 
and 1899, and in the law in 1901, and I stood my bar examination in 
Staunton, Va., the day McKinley was shot, which I think was Thurs- 
day, September 7, 1901. 

I promptly began the practice of law in Norfolk, Va., and was for- 
tunate enough to be quite successful even during the first year. I am, 
if you will forgive my immodestry, one of the few lawyers that never 
suffered the briefless stage of the briefless bar. 

I soon became counsel for all the banks, or most of the banks, of the 
eastern district of Virginia, and for the investment banking houses, 
and I soon specialized by the organization of a large and successful 
law firm, in banking, financial organization, and reorganization. 

About 10 years after I started the practice of law in Norfolk, I found 
it necessary to open an office in New York, and at one time my two 
firms, in Norfolk and New York, employed more than a hundred 
people. 

Because of my relation to the local banks in Norfolk, Va., I was con- 
stantly appealed to by various individuals to obtain loans for human 
necessities. I would come to my office in Norfolk, Va., on a Monday 
morning, and I would find the reception office, about a third the size 
of this room, almost full of applicants for loans. My partner said to 
me, “A. J., are we running a loan office or a lawyer’s office here?” I 
said to him, or to one or more of them: “I am interested in these human 
necessities.” 

I would listen to stories of human need that would rival the scenario 
of some of the moving picture houses that we daily visited. I said 
to these people: “W hy do you come to a law office?” And each and 
every one of them practically said to me — the same thing, “We 
have tried to borrow money ‘from banks in Norfolk, and the suburbs, 
and nobody will lend any money to an individual unless he is in 
business.” 

I was then counsel for one of the large national banks in Norfolk, 
and with that bank and one or two others I took up these loans, and 
every time I explained the circumstances the reply was “Why you 
know, Mr. Morris, we cannot make that kind of loans. We would be 
out of business if we didn’t confine our loans to people who use our 
deposits for business purposes.” 

The result was that I influenced the banks to make these loans, and 
at one time—and in each and every case that they finally agreed to make 
it by reason of my insistence they would always say “You put your 
name on the note.” So at one time my name was on 140 of these notes 
ageregating thirty to forty thousand dollars. 

“T became so interested that I employed 27 people, men and women, 
and spent over $50,000, traveling them all over the United States to 
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find out why individuals that were honest and had steady jobs and 
steady earning power, why they could not obtain access to credit. 

When the reports came back I made up my mind, in 1910, that I 
was going to start what I then called a middleman’s bank, and I started 
the first experimental bank in Norfolk, Va., and opened its doors for 
business on April 1, 1910, with $20,000 capital. 

To give you some idea of the confidence in my priority of judgment, 
I had to put up half the capital, and guarantee the other half in order 
to get a board of directors. 

When I visit my old home now in Norfolk, Va., they all pat me on 
back and tell me “A. J., it was always a great idea,” and I give them 
credit for participating in the great idea. 

As a result of that effort, in that bank, I started the first installment 
motorcar financing in America. I will not burden you with the details 
except to tell you that in the first 18 months in the first Morris Plan 
bank we loaned $59,000 on motorears. That is the first motorcar finane- 
ing in America. 

Let me digress to say that General Motors employed Professor Selig- 
man, of Columbia University, to engage in a research on the subject, 
and in that book they give me full credit for what I am now telling you, 
that I founded motorcar financing in the country, and they invited me 
as guest of honor at the Waldorf ballroom, at a dinner to a thousand 
bankers in America. I only mention that so that you will know that 
the consumer banking, of which I was the author, began one of the 
greatest movements in this country, the economic importance of which 
I will refer you to by a concrete illustration in a moment. 

About 10 months after that I started the second Morris Plan bank 
in Atlanta, Ga., where I am speaking before the Bankers Association 
of Atlanta tonight—at the annual dinner. 

That town was infested with loan sharks; there was a great charac- 
ter down there named Woods White that literally assaulted me physi- 
ally and mentally when I told him my idea of personal credit banking. 

The first bank in Norfolk was called the Fidelity Savings & Trust 
Co. It was never contemplated to be called the Morris Plan, but when 
I started the bank, let me make it clear to you that when I began what 
was afterward called the Morris Plan System I was determined to 
democratize credit in this country. I was determined that the man in 
the street should have a legitimate access to credit on terms consistent 
with his earning power, at legal rates of discount, and on no security 
except his character and his earning power. 

Whenever we were in doubt we required one or two comakers. 

Mr. Mourer. And sometimes four comakers ? 

Mr. Morris. Never four comakers in any case unless we were more 
interested in serving the individual than otherwise. 

Mr. Mourer. Did not the form they used up in New York, at least 
up to a few years ago, always require four comakers ? 

Mr, Morris. Never. 

Mr. Mutrer. I think you probably better look at the form you used ? 

Mr. Morris. I challenge you to produce such a form. 

Mr. Muurer. They are in your files. You produce them. 

Mr. Morris. Oh, no. I tell you that we have never required four 
comakers in our life. 
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Mr. Mutrer. I tell you that I have seen many of your forms, signed 
and executed, and seen them in the court files, and I have seen 
hundreds of them, with four comakers. 

Mr. Morris. It is a pity you didn’t bring one of them here if you 
had any purpose in making that point. 

Mr. Mutter. I didn’t expect you to say you took 1 or 2 comakers 
and would deny that you took 4. 

Mr. Morris. On the contrary, a third of our business today is done 
without any comakers, and if we required four comakers in an excep- 
tional case it was because we were concerned with the safety of lend- 
ing our depositors’ money. 

Mr. Murer. Mr. Morris, I am talking about your regular printed 
form which was required to be signed in connection with your regular 
operations in New York City. 

Mr. Morris. Well, I tell you that the regular operations in New 
York City have never required four comakers and I am willing to 
make an oath here today to that effect. 

Mr. Mutter. I suggest you examine your files, sir. 

Mr. Morris. I don’t have to examine any files inconsistent with my 
knowledge covering a half century. 

Mr. Mutrer. Did I understand you to say a moment ago that your 
loans were made at the regular rate of discount ? 

Mr. Morris. Regular rates of discount, and in small loans we re- 
quired an investigating fee to cover the actual cost of investigation. 

Mr. Mutter. Yes; that is right. You required, in addition to what- 
ever the discount fee was, an investigating fee, too / 

Mr. Morrts. Only insmall loans up to $500. 

Mr. Mutrer. And you did that in New York State until the State 
of New York prohibited you from charging such an investigating fee, 
because they found on investigation that it amounted to usury 4 

Mr. Morris. The State of New York has never stopped us from 
charging that investigating fee. 

Mr. Moutrer. You are still charging it? 

Mr. Morris. We still charge it; and you are just as much in error 
regarding your last statement as you were in regard to your first 
statement. 

Mr. Mutter. Do you also require them to take insurance ? 

Mr. Morris. We do not make it mandatory. We offer it voluntarily. 

Mr. Mutter. How many loans in New York have been made where 
they didn’t voluntarily take the insurance ¢ 

Mr. Morris. Right now we insure the entire group, at the cost of 
less than 60 cents a hundred, so that we protect the comakers, and I 
will come to our insurance features in a moment. 

Mr. Mutter. That is in your own insurance company ? 

Mr. Morris. That is in our own insurance company, which this bill 
would keep the parent company from operating, and the insurance 
company was founded in order to help people get comakers, that 
required some security in order to be accommodated. 

Mr. Mutter. When a prospective borrower came in with his own 
insurance policies and said “I don’t need any insurance, here is my 
policy,” he didn’t get the loan unless he took your insurance? 

Mr. Morris. That is not true, we not only told him he needed no in- 
surance, but we were glad to accept his own insurance policy. 
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Mr. Mutter. What is this discount rate you talk about? If the 
loan is a hundred dollars, and the interest rate is 6 percent ? 

Mr. Morris. No, we lend money now on a hundred dollars, we 
charge not less than 5 nor more than 6 percent discount. 

Mr. Motrer. You take that off in advance? 

Mr. Morrts. In advance if it is a personal loan. 

Mr. Mutter. That is why you call it a discount rather than interest ? 

Mr. Morris. Right. 

Mr. Motrer. In other words, if it was 6 percent per annum interest 
on the hundred dollars that would be payable to you only on the un- 
paid balance, but if it is a hundred dollar loan and the rate is 5 or 6 
percent, you take that much money off in advance and give the man 
the difference, and then he pays back the hundred dollars in install- 
ments. 

Mr. Morrts. Correct. 

Mr. Mutter. Yes, sir. That amounts to much more than 6 per- 
cent interest. 

Mr. Morris. It amounts to about 8.48 percent. 

Mr. Motrer. I suggest you recompute that. You will find it runs 
to much more, sir. 

Mr. Morris. It does not. When I make a statement of that charac- 
ter I make it subject to your audit. 

Now, where was I? 

Mr. Mutrrr. I had interrupted you. 

Mr. Morris. That is right, Mr. Brown. I don’t mind being inter- 
rupted. 

Mr. Mutter. Mr. Morris, my name is Multer; I am just occupying 
Mr. Brown’s seat. 

Mr. Morris. I am glad to meet you, Mr. Multer. And I am de- 
lighted at this constructive criticism. 

Where did I leave off my narrative ? 

Mr. Mumma. You were just opening the bank in Atlanta. 

(The following letter was submitted for the record by Mr. Multer: 


House OF REPRESENTATIVES, 
Washington, D. C., April 1, 1955. 
Re H. R. 2674. 
Hon. BRENT SPENCE, 
Chairman, House Committee on Banking and Currency, 
1301 New House Office Building, Washington 25, D.C. 

My DEAR Mr. CHAIRMAN: You will recall that during the course of the testi- 
mony before our committee by Mr. Arthur J. Morris of the Morris Plan Corp., 
Mr. Morris questioned my statement that the law of New York State had 
been amended to prohibit excessive charges amounting to usury made by lending 
institutions such as the Morris Plan Co. I said that up to the time of enactment 
of the law, companies such as the Morris Plan had charged investigating fees, 
and other sums over and above the legal rate of interest. Mr. Morris challenged 
my statement, and said that the law had never been changed to prohibit such 
excessive charges. 

I would like to have the record show that section 108 of the New York State 
banking law, as well as other provisions of the banking law, specifically prohibit 
making any charges for investigations, or for the performance of other services, 
if those charges exceeded the amounts specifically set by law. In addition to 
those charges, however, the actual cost of insurance may be charged to a borrower. 

The legislative hearing in New York State demonstrated it was the actions of 
the Morris Plan, and other similar lending institutions that demanded that those 
restrictions be written into the law. 

Sincerely yours, 
ABRAHAM J. MULTER. 
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Mr. Morris. Oh, yes, we had started the bank in Atlanta, and al- 
though he is dead and gone, and may be forgotten, too much cannot 
be said about a character down there named W. Woods White, who 
was one of the most outstanding Christian characters I ever met, and 
who was determined to fight and modify and eliminate, as far as 
humanly possible, the loan shark evil. ' 

We started that bank and it was called the Atlanta Loan & Savings 
Bank. As a result of the organization of that bank with the leaders 
of Atlanta behind it, Mr. Clark Howe, than editor of the Atlanta Con- 
stitution, wrote some very fine editorials and a great deal of publicity 
about the organization of what he called the first anti-loan-shark bank, 
and he referred to it as Morris’ plan of banking, and when he referred 
to it as Morris’ plan of banking, shortly after I returned to Norfolk, 
Va., my then headquarters—this was at the end of 1911 or the early 
part of 1912—my law firm, Morris, Garnett & Cotton, received letters 
from all over the country asking me how it was possible to get one of 
those banks that were started in Atlanta, called the Morris Plan Bank. 
That is where it got the name of Morris Plan Bank. 

Well, we had a law firm conference. I never will forget. The firm 
made it very clear that they weren’t particularly interested in this 
kind of banking, that it was occupying too much of my time and 
attention, and they said * You have already spent a fortune sending all 
of these people all over the United States”—they called $50,000 a for- 
tune then, and it was a fortune then, to me, because it took practically 
all the money I had saved up, and they said, “We are just not able to 
continue this business. It is injuring the law firm and the law busi- 
ness.” 

So I said “All right, we have got to answer these letters, we have 
got to organize these banks elsewhere’”—this was already nearly 1912— 
“And the only thing left to do is to form a bank holding company.” 

So we organized what was then, I reckon, outside of the Trans- 
america, one of the first bank holding companies in America, and al- 
though I told you how hard it was to get the first $20,000, I didn’t 
have any difficulty getting the first $300,000 for the corporation which 
we called the Fidelity Corporation of America. 

As I told you, the first bank was called the Fidelity Loan & Savings 
Co. 

Well, we got the $300,000 together, and I employed an independent 
staff of people to go out and organize these banks. I will not burden 
you with the details, but we organized 12 of these banks. But I had 
to go to every one of the 12 cities because nobody could explain what 
was in my mind, and nobody understood what we were trying to do 
any more than deciphering the hieroglyphics on Cleopatra’s needle. 

Well, at the end of the first 18 months we had expended the $300,000 
by taking a 10 to 20 percent interest in the local banks, and we charged 
an organization fee that was just enough to cover expenses, and I 
had a talk with a man in Norfolk, Mr, Fergus Reed, one of the out- 
standing citizens of Norfolk, and he with 2 or 3 other outstand- 
ing men, I told him “I want to tell you gentlemen”—this was already 
1914—“The experience we have had with these 14 banks convinces 
me that the system of organizing these middlemen banks to lend 
money on cars and earning power is sound in principle, it will pay 6 
percent on the investment—in fact, I limited the dividends at the be- 
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ginning to 6 percent of book value, and I said “The more I study this 
situation the more I am convinced that there is a national need in this 
country for the development of banking and credit facilities for the 
masses.” 

Mr. Mutrer. Did you say, sir, that you limited dividends to 6 per- 
cent of the book value of the stock ? 

Mr. Morris. Yes, at the beginning. 

Mr. Muurer. In other words, if the stock was sold at a hundred 
dollars a share, they didn’t get 6 percent on $100, but if the stock sub- 
sequently went to $200 book value they got 6 percent of book value? 

Mr. Morris. If it did that, but unfortunately they never got 12 
percent. Iam sorry they didn't. 

Mr. Mutter. But the book value did go up over the cost ? 

Mr. Morris. If it was successful, of course it would. 

Mr. Murer. Wasn’t it successful in most instances? 

Mr. Morris. Yes, all of them have been successful. But they have 
never been quite as successful as your mathematical imagination would 
indicate when you said 6 percent on $200. 

Mr. Mutter. But it was 6 percent on a much higher sum than the 
actual cost of the stock ? 

Mr. Morris. Yes, but most of them paid no attention to that after 
a few years. Most of them paid no attention to that limitation, which 
[ think would have been a good one to enforce. 

Weil, Mr. Reed finally agreed with me that it was a big idea, that 
it was too big for Norfolk, and he said “If you are right you ought to 
be able to persuade the leading financiers and economists in New 
York.” 

So Mr. Reed made an engagement for me to meet the president of 
the Guaranty Trust Co. I wish I had time to tell you in detail my 
experience in New York, meeting the leading financiers. I met this 
gentleman and I expounded to him not alone my theory and my ideals 
and my experience, and he was captivated with the potentialities of the 
idea. In fact, Mr. Savin said “If you had a bank of this character 
when I was a boy I might have had a college career.” He said “Instead 
of that my college career at Williamstown, Mass., lasted seven innings, 
when I was put in as a pitcher to pitch ball and they knocked me out 
in the seventh inning, and they fired me from the college. That ended 
my college career.” 

As a result of Mr. Savin’s cooperation, who went along with my 
story, we had a conference with J. P. Morgan & Co., in the private 
offices of Mr. J. P. Morgan. At that conference, gentlemen, I ex- 
pounded for the first time in this country the following idea. 

After telling them exactly what ideals I had behind the Morris 
Plan system, I told them that the industrial supremacy of this country, 
which was the grand criterion of our economic system, was absolutely 
dependent on mass production. There could be no successful mass 
production without mass consumption, and there could be no mass 
consumption without mass credit. 

Expressed in another way, I told that conference, which I shall 
never forget, that mass consumption must be, in order that mass 
production may be, and that mass credit must be in order that mass 
consumption can be, and that if in this country we insured mass con- 
sumption and mass production by mass credit, it followed as the day 
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followed the night that that would insure the continuity of mass 
employment. 

Those men were quick to accept that thesis. In that meeting there 
was Mr. Henry P. Davidson, then the outstanding member of Morgan 
& Co., Mr. Willard Streaght, General Coleman of du Pont, Mr. Childs, 
Mr. Savin, Mr. George Keyes, a lawyer with White & Keyes, Mr. 
Herbert L. Sadley, a former member of the firm and partner of former 
Chief Justice Stone, Mr. Ogden Mills, afterward Secretary of the 
Treasury, and Mr, John Marshall, the largest anthracite coal operator 
in America. 

There were 10 at that meeting, including myself, and they said “We 
are impressed with your ideas, Mr. Morris. What do you want?” 

I said “I want to start a company with $5 million, a bank holding 
company with $5 million, in order to extend this system throughout 
these United States.” 

They said, “How are you going to raise the $5 million?” I said 
“There are 10 of us here, and if each 1 of you will underwrite $500,000 
1 will sell as much of the stock you underwrite that you do not want 
to keep.” 

To make a long story short, every one underwrote the $500,000, in- 
cluding myself. I had to mortgage my home, my life insurance, and 
everything I had to underwrite that $500,000. 

I might pause here to say that at that meeting they wanted to know 
how much common stock I wanted as the originator. I said “Not a 
share.” They said “Why not?” I said “I do not want to damn this 
enterprise with any promotion fee. It is a bigger idea than any man 
in this room, and I think I would spend the balance of my life explain- 
ing a promotion fee that would contaminate the idea that I have in 
mind to serve the American people.” 

They said “We will compromise and give you a royalty of $1 a 
loan.” I said “No, that would be doing indirectly what I declined to 
do directly.” 

I am frank to confess here that that is a concrete illustration of 
idealism carried too far. If I had taken the dollar per loan an actuary 
has estimated my minimum return would have been $79 million. 

But hindsight is better than foresight by a damn sight, although I 
have never regretted what I did, and I do not believe the Morris Plan 
system would ever have attained its nationwide proportion in so quick 
a time had it not been for my unselfish attitude toward it. 

Now, I have devoted my life. I want to add here that it was Mr. 
Willard Streaght, over my protest, backed by Mr. Henry P. Davidson, 
who said “It must be called the Morris Plan Bank,” in order to give it 
an outstanding individuality, and it was the corporate name of all the 
banks I organized, over 170 of them, and until 12 years ago all the 
banks went into the Morris Plan business, and they were using demand 
deposits, on which they were paying no interest, whereas we were 
using savings deposits on which we were paying 2 and 3 percent then, 
114 and 2 percent now, so in order to get demand deposits, and com- 
pete, we had to change our corporate name and continue our trade- 
mark, which is a black diamond—you have seen it—but call our banks 
by commercial names, like in New York the Industrial Bank of Com- 
merce, in order to get sufficient demand deposits on which you pay no 
interest, to compete with the commercial banks. 
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But a lot of people have asked why did we change the name, our 
corporate name, so | am telling you that fact. 

We have loaned to date, as far as we can estimate, approximately 
$80 billion. It is said that every 1 out of every 6 or 7 people in the 
United States is either a borrower or a comaker or an endorser or a 
saver in a Morris Plan bank. 

I emphasize that fact because we are a bank which belongs to the 
peomne. When I hear people come in here and testify on behalf of this 

ill and talk about these so-called independent bankers, that they are 
only interested in the little fellow, and only interested in the small 
man, I want to say to you gentlemen here today without fear of con- 
tradiction that the Morris Plan system, and all its affiliated enter- 
prises, has done more to serve the small man, the man in the street, 
than all the combined banking facilities of America have ever under- 
taken to do, including the Federal Reserve System. 

I want to tell you, gentlemen, that the bankers of this country at 
one time, over 12,000 of them now imitating us, did everything in their 
power to stem the tide of helping the man in the street by the develop- 
ment of the Morris Plan System. 

I want to tell you that at one time—I cannot recall his name, but 
somebody here ought to be able to do it, because he came from Birming- 
ham, Ala., and he came from the president of the First National Bank 
down there, and became chairman of the Federal Reserve Board—he 
sent for me and he said to me, “Mr. Morris, if you do not stop develop- 
ing this installment finance business we will do everything within our 
power legally to close up the Morris Plan banks.” 

I said “How dare you make a threat of that kind tome. Yes, we are 
doing everything we can to encourage the financing of motorcars,” 
and I gave him the thesis I gave you about mass production and mass 
consumption and mass credit, and he said, “The Federal Reserve Sys- 
tem doesn’t beiieve in these finance companies, and it is up to you not 
to prostitute your intellect and your experience with all this damn 
Morris Plan business. This idea of lending money to people on their 
character and their earning power is in conflict with the fundamental 
principles of banking.” 

I said, “Mr. Chairman, you don’t know what you are talking about. 
You ought to study the Scotch credits of the 16th and 17th century. 
You ought to study how the artisans, the Scotch artisans, were lending 
and borrowing money, on nothing in the world but their character and 
their earning power. You ought to find out what started the bankers’ 
bills in Liverpool. I am amazed at you, the Chairman of the Federal 
Reserve Board, should express yourself in that fashion against the 
consumer credit of this Nation. 

“Why,” I said, “you will live to see that the outstanding volume of 
consumer credit in this country will exceed $25 billion,” and today it 
is over 25 and nearer 30 billion. 

Of course he afterward sent for me and apologized before he died, 
and said he was all wrong, and he had been listening to advice, and 
some of the testimony you have gotten here reminds me of some of the 
advice he listened to. But he was big enough to admit his mistake. 

Now, I want to explain to you, gentlemen, how your article 6, con- 
stituting a divestment procedure of our ancilliary operations, would 
materially impair and interfere with our operations. 
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In the first place, let me make one thing clear, which was somewhat 
confusing yesterday, and that is that the Equity Corp. is an invest- 
ment trust, under the Investment Act of 1940, subject to all its rules 
and regulations, and that company, among its investments, has a 60- 
percent stock ownership in the Morris Plan Corp. of America. 

Let me pause again to say that after I developed the Morris Plan, 
and after we were in operation of more than 20 companies, as far 
back I think as in 1920 or 1921, it became obvious to me that a great 
many applicants that were worthy of help could not get comakers, 
and although our business has developed today so that maybe 30 per- 
cent or more of our loans are to husband and wife without comakers, 
the majority of them, 60 or 70 percent, are still with comakers. 

If I had time I would tell you a lot of ludicrous stories about the 
fellow who said he couldn’t furnish a coat maker but he could fur- 
nish a pants maker, and the difficulties we had with foreigners, par- 
ticularly in New York. 

But finally I conceived the idea of originating in this country what 
today is known as the credit life insurance. 

Mr. Multer was criticizing our insurance. Well, we started the 
Morris Plan Insurance Society with $200,000 of borrowed money, and 
I tried to get Hallie Fisk, who was then a friend of mine and head 
of the Metropolitan Life, to write the insurance, before we started 
our own. He introduced me to a wiseacre actuary named Craig, and 
Craig and I worked day and night, Saturdays and Sundays, for about 
a month, and when we got all through Craig said, “We can’t write 
this insurance.” 

We tried other insurance companies and none of them would write 
it. So we started the Morris Plan Insurance Society, now called the 
Bankers Security Life, with $200,000 of borrowed money. That has 
been a great God send to the development of the Morris Plan, and it 
has turned out to be a great God send to the banking fraternity of 
this Nation. At the last report of the New York Times there were 
twenty-odd-billions of dollars outstanding in credit life insurance. 

Mr. Parman. Is that where you insure a person who gets a loan 
from you, and if he dies the loan is paid ? 

Mr. Morrts. Correct. 

Mr. Parman. Credit unions do that. 

Mr. Morris. Well, credit unions may do it now, but I started it, in 
this country. I originated the first credit life insurance company. 

Mr. Parman. I think it is a fine thing. 

Mr. Morris. Oh, yes; not only—and we have made money. Our 
company today, the $200,000 of borrowed money company is worth 
over $2 million, and all the companies now are doing it. The Pru- 
dential, all of them, and for big banks. 

I only mention that to let you know how important it is as a sub- 
sidiary to developing our character loans, which this bill would force 
us to stop. 

Mr. Parman. Were you opposed to the Federal Reserve Banking 
System when it was first proposed ? | 

Mr. Morris. On the contrary, you will find that I testified against 
Mr. Vanderlip, at the time that Senator Weeks, of Massachusetts, 
conducted the hearings, and I was one of the only New York men who 
stood out and pointed out why it was absolutely necessary. 
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Mr. Parman. Mr. Vanderlip was a National City man. 

Mr. Morris. Yes; and he opposed it from the beginning, and he 
was so angry with me that when he got back he tried his best to show 
his vengeance at my audacity as a young fellow to oppose such a 
mogul as Frank Vanderlip. 

Mr. O’Hara. George Reynolds opposed the Federal Reserve, didn’t 
he? 

Mr. Morris. Yes; but I think that was largely because of a comity 
between him and Frank Vanderlip. Frank came from Chicago, and 
George, you know, came from nearby Iowa, I think. 

Mr. Parwan. Since the bankers have gotten charge of the Federal 
Reserve System they are all for it now; aren’t they ? 

Mr. Morris. Oh, yes; they are ali for it now. But I must say, 
though, that I don’t think they are all for it solely for that reason, 

The Federal Reserve System is inherently so meritorious, that that 
is the only difference between me and Colonel Huntington, who testi- 
fied here. If I had my way every Morris Plan bank in the system 
would be under the Federal Reserve. But let me tell you this 

Mr. PatmMan. Just one moment. It is rather ironical that the 
National City fought the Federal Reserve System so, the National 
City Bank, and now the money master, you might say, of the entire 
United States, Mr. Burgess, was with the National City Bank so long 
before coming to the Treasury, and in addition Mr. Hughes is on loan 
froin the National City Bank as Director of the Bureau of the Budget. 

Mr. Morris. Right. Well, their hindsight is better than their fore- 
sight, by a damn sight. 

I want to say to you, though, and I don’t say this because of any 
reflection on the Federal Reserve System, because I am for the Fed- 
eral Reserve System, first, last, and always, but before you came in 
here I pointed out how the chairman from Al: abama, how he fought 
the finance paper, and at one time the Federal Reserve System would 
not permit, as eligible for rediscount, not only finance paper but 
Morris Plan paper, and finally when I heard it I came here to Wash- 
ington and I walked up these stone corridors every day for a month 
until I got Carter Glass—and what was our fr iend from Florida that 
succeeded him as chairman—-Senator Fletcher— 

Mr. Parman. That was in the Senate; yes. 

Mr. Morris. Yes; I finally got an act passed by Congress that by 
name made eligible Morris Plan paper, or any other paper of a simi- 
lar character, and you will find that in the Federal Reser ve law today. 

Mr. Parman. Do you mean that notwithstanding the f 
banks are not members of the Federal Reserve System ? 

Mr. Morris. Yes, sir. 

Mr. Parman. That is kind of muscling in; isn’t it ? 

Mr. Morris. Well, I got 2 or 3 banks after that, I got our Indus- 
trial Bank of Detroit, I finally had enough interest there to get the 
Industrial Bank of Detroit to become a national bank, and they went 
in. 

Mr. Parman. And you clear all your checks through the system 
free, although none of your banks belong to the system ? 

Mr. Morris. No; we clear them through local banks. 

Mr. Patman. I know, but through your contact with your corre- 
spondent, you do? 
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Mr. Morris. We have since put the Industrial Bank of Detroit in 
the system; we have put in the St. Louis Bank, and we have finally 
surrendered the control of our bank in Virginia to Tom Boushall, 
so he, too, could go in. 

Mr. Parman. That gives you entry to get free clearance of your 
paper that costs the people a hundred million dollars a year. That 
isa subsidy. I am not saying it is unjustified but it is a subsidy. 

Mr. Morris. As far as I am concerned, I would put every Morris 
Plan bank in the Federal Reserve System. The only reason we haven’t 
done it is because there is a certain requirement that we have to main- 
tain a reserve of cash or equivalent of 25 percent of the value of our 
holdings, and we have never had the money with which to maintain 
that reserve. 

Other than that, every one of us would be members of the Federal 
Reserve System. 

Now, I pointed out to you that if it hadn’t been for the first holding 
company we couldn’t have organized the 14 banks. If it hadn’t been, 
for the second holding company we couldn’t have nationalized the sys- 
tem. If it hadn’t been for the holding company we couldn’t have 
started the insurance society. 

In addition to that, I started in this country the first factory-finance 
company for the installment financing of motorcars on January 1, 
1919, for the Studebaker Corp. That was the forerunner of the Gen- 
eral Motors Acceptance Credit Corp., which I assisted in the organi- 
zation of 3 years later. 

As you know, the General Motors Acceptance Corp. is probably 
the largest financial undertaking in this country. I am not sure that 
this bill in its present form wouldn’t affect their operations. Some 
of their operations ought to be affected. But it is very doubtful in my 
mind as to whether or not you would run into conflict in that partic- 
ular, but I want you to understand and appreciate the fact that had 
it not been for the two holding companies that I started in connection 
with the development of the Morris Plan it would have been impos- 
sible to have done for the millions of people in the street, that you are 
charged under oath to represent, it would have been impossible to have 
served them to the extent that we have served them to this date. 

The Cuarrman. Mr. Morris, will you tell us something about the 
holding companies? The Equity Corp., I believe, has control over 
the Morris Corp. 

Mr. Morris. The Equity Corp. is an independent investment trust, 
or independent investment company, chartered and amenable to the 
Investment Act of 1940, engaged in several enterprises, both majority 
and minority, and one of their investments is the controlling interest 
of sixty-odd percent in the Morris Plan Corp. of America. 

The Cuarrman. Where was the Equity Corp. incorporated? Under 
the laws of Delaware? 

Mr. Morris. I think so. 

The Cuarrman. Where was the Morris Plan organized? Under 
the laws of Delaware, too? . 

Mr. Morris. No, the Morris Plan Corp., and its predecessor the In- 
dustrial Finance Corp., was organized under the laws of the State of 
Virginia, 

The Cuarrman. What control has the Equity Corp. over the Morris 
Plan Corp. ? 
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Mr. Morris. Only a common stock control. They have nothing to 
do with the operation of the Morris Plan Corp. They have only 2 or 
3 directors on the Morris Plan Corp. ‘ 

The Morris Plan Corp. is as faidenienitiait of the Equity as anything 
could be. I don’t own a share of the Equity stock; I don’t have any- 
thing to do with the Equity Corp.; I have never attended one of its 
directors’ meetings that I can recall; they don’t have anything to do 
either with the policy or the operating details of the Morris Plan 
Corporation of America, and I do not think they even know the names 
of the officers of the Morris Plan banks that the Morris Plan Corpora- 
tion of America controls. 

The Cuarmman. What does the Morris Plan Corp. directly control ? 

Mr. Morris. The Morris Plan Corporation of America controls 10 
independent banks. 

The Cuarrman. What else does it control ? 

Mr. Morris. They also control the Bankers Security Life Insurance 
Co., and indirectly they control, through a subsidiary company, the 
American Installment Credit Corp. and the Industrial Insurance Co. 

The Cuarrman. What are the functions of those other corpora- 
tions ? 

Mr. Morris. The functions of the other companies are insurance to 
finance our time sales, for motorcar financing, for our Morris Plan 
banks, and affiliated banks, and the American Installment Credit 
Corp. is a service corporation that shows independent banks, includ- 
ing our own banks—but we service over 200 of them—how to compete 
with the motorcar financing companies in the interest of lower rates 
to the public. 

The Cuairman. What is the other corporation that you control ? 

Mr. Morris. That is all. 

The Cuarrman. What isthe Equity Corp. ? 

Mr. Morris. The Equity Corp., I repeat 

The Cuarrman. What are its functions and what control has it over 
the other corporation ? 

Mr. Morris. The Equity Corp. is an investment company. They 
have a minority interest in some big food concern, they have a con- 
trolling interest in the Bell Aircraft Corp., they have a controlling in- 
terest in the Wheeler Breaker Co., a company which has to do with the 
steel makers—something I cannot even give you the details of—and 
they have a minority interest in 1 or 2 or 3 other companies. 

The CuarrMan. How big are those companies? 

Mr. Morris. I would say that the Equity assets are close to $75 
million. 

The Cuarrman. I mean the constituent companies, how large are 
they, Bell Aircraft ? 

Mr. Morris. Well, the Bell Aircraft is a substantial company. | 
reckon the Bell Aircraft Co. must be worth $5 million or more. I have 
never examined their statement. 

The Wheeler Breaker Co. is a company worth a million dollars or 
more, I guess. 

And their minority interest varies from a few shares to a substantial 
number of shares. 

I am not versed in detail with the holdings of the Equity Corp. be- 
cause, frankly, I don’t have anything to do with it. 
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The CHarrman. How does the Equity Corp. control these sub- 
sidiaries ? 

Mr. Morris. Only by common stock ownership. 

The Cuarrman. Does it have a majority of stock in each instance? 

Mr. Morris. Not in every one of them, only in three. 

The Cuatrman. They own the majority of stock in the Morris Plan 
Corp? 

Mr. Morris. Yes, sir. 

The Cuarrman. Is that a bona fide ownership ? 

Mr. Morris. Yes, sir. 

The Cuatrman. What interest do you and your associate directors 
have in the Morris Plan Corp. ? 

Mr. Morris. My family and I own about 12 percent of it. I would 
say that the Equity Corp. owns 65 percent. 

The Cuarrman. Where is the home office of these other corpora- 
tions, the Bell, for instance ? 

Mr. Morris. The home office of the Bell Aircraft is in Buffalo. 

The CuHarrman. Where are the home offices of the other cor- 
porations ? 

Mr. Morris. The Wheeler Breaker, the home office is in a little 
town, I can’t name it, about 30 miles from South Bend, Ind. 

The food concern, the home office is in California. 

The Cuarrman. Where is the home office of the Morris Plan Corp. # 

Mr. Morris. In New York City, at 103 Park Avenue. 

The Cuatrman. Where is the home office of the Equity Corp.? 

Mr. Morris. In the same building. But different floors entirely. 
We don’t see each other, sometimes once a year. 

The Cuatrman. How does the Equity Corp. exercise its control over 
the subsidiary corporations. It can remove the directors, is that it? 

Mr. Morris. They don’t control the directors of any subsidiary 
company. 

The CHarrman. Well, they could control them, could they not? 

Mr. Morris. Yes, sir; they could. 

The CHarrmMan. Could remove them ? 

Mr. Morris. They could in any corporation they control. But they 
don’t do it as a matter of practice. 

The Cuarrman. But they could remove the directors of the Morris 
Plan Corp. if they desired ? 

Mr. Morris. They couldn’t remove them except for cause because 
they are all elected for a year. 

The Cuatrman. Aren’t there provisions in some of these charters 
whereby they can remove them with or without cause at any time? 

Mr. Morris. They can never remove Morris Plan Corp. directors 
except for cause. 

The Cuarrman. How about the subsidiaries? Can’t they remove 
those directors ? : 

Mr. Morris. In the banks ? 

The Cuatrman. No, in the industrial corporations. Can’t they re- 
move those directors ? ; 

Mr. Morris. Only for cause. All of our directors are elected for 
1 year, or until their successors are elected for cause. 

The Cratrman. How do the bank earnings compare with the 
earnings of the nonbanking interests of the Equity Corp.? 
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Mr. Morris. Will you repeat that question / 

The Cuarrman. How do the earnings of the banks you control com- 
pare with the earnings of the nonbanking interests you control ? 

Mr. Morris. Are you talking about the ones that the Morris Plan 
Corporation of America controls, or the ones that the E quity controls? 

The Cuamman. The ones that Equity controls. 

Mr. Morris. I would say that, except for what they earn by sale of 
assets—capital gain through the sale of assets—I would guess—I do 
not know, but T would guess that the normal earnings of the Equity 
investments are somewhere between 5 and 6 percent. 

Mr. Kirsurn. You don’t understand his question. He asked what 
proportion of the earnings of the Equity Corp. come from your banks 
and what proportion of those earnings come from your nonbanking 
assets ? 

The Cuairman. That is what I want to know. How much comes 
from the industrial corporations controlled, and how much from the 
banks? 

Mr. Morris. I would say that the income in the Equity is three times 
the investment in our banks. So I would say that the earnings are 
three times or more from their industrial investments as distinguished 
from their investments in our banks. 

The Cramman. Are the directors of the banks and of the insurance 
corporations practically the same ? 

Mr. Morris. No, sir. 

The CHatrman. Your insurance company operates in conjunction 
and harmony with the banks, doesn’t it ? 

Mr. Morris. Yes, sir; and they pay the banks the commission for 
writing the insurance. 

The Cuamman, What is the income from the insurance company / 

Mr. Morris. Between two hundred and two hundred and fifty thou- 
sand dollars a year. 

The Cramman. And its home office is in the same building as the 
Morris Plan Corp.’s office ? 

Mr. Morris. Yes, sir. I am chairman of that company, and the 
originator of it. And it isa godsend and a necessity to the operation 
of our Morris Plan banks. 

Mr. Gamsie. Why couldn't you use other insurance companies? 

Mr. Morris. In the first place, the other insurance companies 
wouldn’t take the risk; we do. That is the reason they wouldn’t do 
it in the beginning. 

The CHatrman. When was the insurance company organized? 

Mr. Morris. Over 30 years ago. 

The Cuamman. The banks had been in existence quite a long time 
before the insurance company was organized ; is that so / 

Mr. Morris. Yes, sir. 

The CHarrmMan. And it was organized for the purpose of operating 
in conjunction with the banks ? 

Mr. Morris. Yes, sir. 

The CHarrMan. And it has been doing that ever since 

Mr. Morris. Ever since. And we changed the name so that we 
could do it for other banks besides Morris Plan banks. 

The Cuairman. Who fixes the premiums of the insurance com- 
panies ¢ 
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Mr. Morris. We fix it subject to the supervision. You understand, 
all our banks operate under State supervision, all our insurance is 
operated under the State superintendents of insurance, in the various 
States in which we are qualified, everything we now do is subject to 
regulation and supervision, and the parent company, the company that 
controls us, the Equity Corp., is also subject to the supervision of the 
Investment Act of 1940. So everything we do is subject to supervision 
and control, and we don’t object to any kind of supervision and con- 
trol, provided it isn’t cumulative. 

In other words, we don’t want to be controlled by too many people 
because it costs a lot of money to maintain the records and to make 
the reports, if you are controlled by 2 or 3 or 4 or 5 controlling bu- 
reaucratic agencies. 

The CuarrmMan. Is all the business of the insurance company done in 
connection with the operation of your banks? Does the insurance 
company do any other insurance except in connection with the opera- 
tion of your banks? 

Mr. Morris. Our banks and affiliated banks. Another insurance 
company, the Industrial Insurance Co., insures our time sales. They 
do that in connection with our banks and our affiliated banks. 

The CHatrman. Who regulates the premiums you charge? 

Mr. Morris. The State insurance law of each State in which we 
operate. 

The Cuairman. And your patrons, when they make a loan, have to 
get the insurance to insure that loan ? 

Mr. Morris. Only voluntarily. It is not mandatory, ever. A 
lot of them don’t do it. 

The CuarrmMan. Don’t you require that ? 

Mr. Morris. No, sir. If the risk is all right without insurance, we 
don’t require it. It is purely a question of the credit risk involved. 

The Cuatrman. But if you don’t consider the risk good you require 
them to insure in your insurance company ? 

Mr. Morris. In the time sales we do, but we never insist upon it 
in the personal loan. 

The Cuatrman. You insist on them insuring in your insurance com- 
pany, don’t you ? 

Mr. Morris. No, they can insure anywhere they want to. 

The Cuarmman. Do you have any insured other than in your com- 
pany? 

Mr. Morris. Lots of them. 

The CHarrman. If a man comes there and tells you he has got 
insurance in another company do you accept it ? 

Mr. Morris. Oh, lots of them. A lot of them say “I want to insure 
in my own firm,” we say “Well, go ahead.” 

The CHatrMan. Suppose a man wants to borrow a hundred dollars, 
let us say. and you say “We will lend you the money if you take the 
insurance” ? 

Mr. Morris. No, we never say that. 

The CuHarrman. What do yousay? How do you get the insurance? 
What do you say ? 

Mr. Morris. Right now in the New York bank we say nothing, be- 
cause the New York bank carries blanket insurance on all loans, so it 
is not important. 
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Mr. Gamste. Do you write that blanket insurance ? 

Mr. Morris. Yes, we write it. 

Mr. Gamste. Well, then, how do you get reimbursed for that? 

Mr. Morris. The bank reimburses us. 

The CHatrman. What does he have to pay for that insurance now ? 

Mr. Morris. From 60 cents to $1 a hundred dollars. 

The Cuatrman. Don’t you make a suggestion? Do you mean some 
of those loans you make without insurance ? 

Mr. Morrts. A lot of them. 

The CuarrmMan. Others you make with insurance. If you thought 
the loan had any hazard to it wouldn’t you say to the borrower, 
“We would like to have you insure your life’? 

Mr. Morris. We say “Can’t you give us a good comaker?” and if he 
says “I can’t get another comaker,” we say “Well, maybe you can get a 
comaker if you carry insurance.” 

The CHarrMan. 86 the insurance is the substitute for a comaker ? 

Mr. Morris. Only to help him get comakers. 

The Cuarrman. Both of those corporations of yours are controlled 
by the bank holding company ? 

Mr. Morris. Yes, which your bill would prohibit. 

The Cuarrman. Is that the only other activity that the bank hold- 
ing company, the Morris Plan Corp., controls, the banks and the 
insurance company ¢ 

Mr. Morris. That plus the insurance companies that carry our time 
savings, our installment motor-car sales, and our insurance that serves 
these other affiliated banks in competition with the finance companies. 

The Cuatrman. Where does the Morris Plan Corp.’s income come 
from ¢ 

Mr. Morris. It comes primarily from its dividends and its invest- 
ments in the banks, and, secondly, whatever it can make out of its 
insurance companies. 

The Cuatrman. That is their source of revenue ? 

Mr. Morris. That is their sole source of income. 

The CHatrman. Where does the income of the Equity Corp. come 
from ¢ 

Mr. Morris. It comes from all of its investments, and it buys and 
sells at times. 

The CHarrman. It comes from the insurance company, and the 
banks, and all the subsidiaries, doesn’t it ? 

Mr. Morris. No, the income of the Equity Corp. comes from the 
dividends it gets from its investments, and from the sale of its capital 
assets. It is buying and selling all the time, as I understand it. 

The Cuarrman. What is it engaged in buying and selling, what 
character of securities ? 

Mr. Morris. Stock exchange securities. 

The Cuarrman. On the stock market ? 

Mr. Morris. Yes. It is not speculative, though. It buys and sells 
bank stocks. 

The CHatrman. You say it doesn’t speculate ? 

Mr. Morris. No, it is a very conservative company in its buying and 
selling. They only buy for investments and sell at enhancement. 

The Cuarrman. If it operates on the stock exchange it must be 
speculating. 
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Mr. Morris. That is a matter of opinion. I don’t know anything 
about their operation. I haven’t a share of stock in that corporation. 
1 am a Morris plan man from the crown of my head to the sole of 
my feet. That is all I know. 

The CHarrMan. That is all I have. 

Are there other questions ¢ 

Mr. Mumma. 

Mr. Mumma. Mr. Morris, at one time in your talk this morning 
you mentioned the Fidelity Co. Was that a West Virginia Invest- 
ment ‘Trust Co. ? 

Mr. Morris. No, sir; the Fidelity company I mentioned was the 
name of the first Morris Plan Bank in Norfolk, Va., that opened for 
business on April 1, 1910, with $20,000 capital. Ten I put up, and 10 
I guaranteed. 

Mr. Mumma. I thought you had elaborated on that a little bit which 
led me to believe—do you remember that firm in Clarksburg, W. Va. ? 

Mr. Morris. Yes. 

Mr. Mumma. I didn’t think, the way you were talking, you were 
in it. 

Mr. Morris. I remember it very well, and at one time when they got 
into some kind of trouble, a very prominent lawyer there came to see 
me about it, and wanted us to take it over, but I discussed it with our 
banking department, and they said they didn’t think it would make a 
good impression for us to take it over. 

Mr. Mumma. That is right. You had nothing to do with it. 

Mr. Morris. Absolutely nothing to do with it at any time. 

Mr. Mumma. That is all. 

Mr. Morris. Let me see, there may be 1 or 2 points I want to make 
before I close, Mr. Chairman. 

I want to say in conclusion, gentlemen, that I have given a lifetime 
to the development of consumer credit in this country. I hope I may 
be forgiven if I say to you, immodestly—I know it sounds immodest— 
that I have done more, and when I say I have done more I mean that 
I began what hundreds and thousands of my associates have helped 
me accomplish—we have, together, done more to improve the standard 
of American living than any financial contribution in the last 50 
years. ) 

It seems incomprehensible to me that any group of intelligent men, 
sworn to public office, could directly or indirectly lend their office or 
lend their power to any iconoclastic contribution that would destroy 
an iota of what my lifetime’s devotion has accomplished. 

This bill is nefarious, it is iconoclastic, it is impossible in its applica- 
tion, to any concept of service to the American masses. 

When I pointed out to you that mass credit was essential and neces- 
sary to support mass consumption, and that mass consumption must 
be in order that mass production may be—I am talking in no small 
figures. No little bank that comes here under the name of independent 
bankers has any right, legal, moral, or ethical, to invoke their desire 
to stem the competition that mass financing is essentially necessary to 
support mass consumption and mass production. 

hese banks, from our own investigation of them, individually 
amount to little or nothing, and. if they would devote their time and 
attention to their local opportunities, instead of trying to stem the 








CONTROL AND REGULATION OF BANK HOLDING COMPANIES 607 


my se made in the interests of the millions of men on the street, 
y invoking political support, to do something destructive, I say if 
they were to devote the same time and attention to their opportunities 
in their local communities, they would have no competition to fear. 

Mr. O’Hara. Mr. Chairman. 

The Cuarmman. Mr. O’Hara. 

Mr. O'Hara. Mr. Morris, do you own any interest in Equity Corp. ? 

Mr. Morris. Pardon me. 

Mr. O’Hara. You have no interest in Equity Corp. ? 

Mr. Morris I do not own a share in Equity, and I am no more 
interested in Equity than you are. 

Mr. O'Hara. And Equity has 60 percent of the inteerst in the 
Morris Plan Corp. ? 

Mr. Morris. Yes, sir; subject to a veto power that I have. 

Mr. O’Hara. What is your veto power ! 

Mr. Morris. Well, they cannot sell me out unless I consent to it. 
They cannot sell a Morris plan bank unless I consent to it. 

The Cuatrman. Can you buy them out / 

Mr. Morris. Yes, if I had the money. If I had taken that dollar 
per loan of royalty I would pay them out tomorrow. 

Mr. O'Hara. Let me understand, Mr. Morris. You have 12 percent 
interest in the Morris Plan Corp. ? 

Mr. Morris. Yes, sir; my family and I. 

Mr. O'Hara. And Equity has 60 percent interest? 

Mr. Morris. Yes, sir. 

Mr. O'Hara. Ordinarily one having 60 percent would have control; 
would he not? That would be majority control ¢ 

Mr. Morris. I didn’t hear you. 

Mr. O'Hara. If the 60 percent exercised control that would be con- 
trol by the majority / 

Mr. Morris. Right. 

Mr. O'Hara. Now, you tell me that you, owning 12 percent have a 
veto power, which gives you control 

Mr. Morris. No, it doesn’t give me control. They can elect the 
board of directors, if they want to, and on the cumulative voting they 
could have 60 percent .of the board and I could elect 12 percent, but I 
have never had 5 minutes’ controversy with them since I have been 
associated with them, and I should stop here to tell you why I made 
the deal. 

Mr. O’Hara. No, Mr. Morris, I have listened with great interest 
to your testimony. I want you to listen to my questions, please, 
and answer them. I will be very brief. 

Mr. Huntington, the president of the Morris Plan Corp., he is your 
designee ¢ 

Mr. Morris. Yes, sir. 

Mr. O’Hara. Suppose the Equity wanted to remove Mr. Hunting- 
ton. Could Equity do that ‘ 

Mr. Morris. No, they couldn’t. The board of directors of the Mor- 
ris Plan Corp. of America could. 

Mr. O’Hara. Doesn't it amount to the same thing ? 

Mr. Morris. No, sir. 

They would have to wait until the present board goes out of office 
and would have to elect a new board, and with a majority to do their 


bidding. 
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Mr. O’Hara. That is, the directors are elected annually, but I pre- 
sume they are staggered ¢ 

Mr. Morris. That is right. 

Mr. O'Hara. Over what period ? 

Mr. Morris. A year. 

Mr. O'Hara. Do you elect all the directors every year ¢ 

Mr. Morris. Yes, sir. 

Mr. O’Hara. They are not staggered, then ? £ 

Mr. Morris. That is correct. We do not do that. We elect the 
whole board each year. 

Mr. O’Hara. So that next year, at the end of this present year’s 
time, Equity could remove all of the directors of the Morris Plan 
Corp. and take over ? 

Mr. Morris. Right. 

Mr. O'Hara. Then you would be out; wouldn’t you? 

Mr. Morris. Then H would be out, I think. But they would have 
quite a fight on their hands. 

Mr. O’Hara. And the ideals that you have built up in your long, 
noble, and constructive life would be in the wastebasket as far as the 
Morris Plan Corp. was concerned ? 

Mr. Morris. If they got away with it, but I would never let them 
get away with it. 

Mr. OHara. But how could you, with only 12 percent of the stock, 
prevent them getting away with it? 

Mr. Morris. I would go to Equity and would present the facts, I 
would present the history of the Morris Plan, I would also present the 
facts that I elected Huntington president, and I had only 2 members 
on the board of directors, and I only did it because they put up $20 
million at my request at the time I needed a larger expansion of Morris 
Plan Corporation of America, and that during the entire regime of my 
chairmanship and active chairmanship and leader ship of the Morris 
Plan Corporation of America, it has been annually successful and the 
development belies the possibility of any ruthless effort on the part 
of Equity. 

Mr. O'Hara. Do I understand correctly that Equity got control of 
the 60 percent of the stock of the Morris Plan Corp. through putting 
up at a time of your need $20 million ? 

Mr. Morris. No, sir; they did not. They put up $20 million at a 
time when every Wall Street concern refused to do it without the con- 
trol; they put up the $20 million and made no condition regarding 
control w hatsoever, and they simply acquired and bought common 
stock from year to year until Xt now own 60 percent. 

Mr. O’Hara. And from that initial investment on their part of $20 
million they divested you of your control of Morris Plan Corp.? 

Mr. Morris. That is correct. 

Mr. O’Hara. You area lawyer, aren’t you ? 

Mr. Morris. Yes. 

Mr. O’Hara. Anda lawyer with a keen mind. 

Mr. Morris. Thank you for the compliment. 

Mr. O’Hara. I think I can say that you are one of the great lawyers 
of our country. 

Mr. Morris. Thank you, sir. 
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Mr. O’Hara. Now, addressing myself to a keen lawyer, with a keen 
legal mind, how would you proceed on equitable principles to prevent 
a corporation owning 60 percent of the stock to exercise the right of 
majority control ¢ 

Mr. Morris. I would answer that by saying that you could not deny 
them the exercise of ordinary control, but in a court of equity, if they 
threw out Mr. Morris, the founder, and if they threw out Mr. Hunting- 
ton, the president, and you could convince a court of equity that what 
they proposed to do would be deleterious to the purposes of the Morris 
Plan Corporation of America, that it would impair the validity and 
the solvency of its assets, that it would affect the value of its preferred 
and common stock to an extent that would amount to the dissipation 
of assets, the authorities have accumulated by the thousands to the 
effect that no controlling corporation could do that, simply by virtue 
of the ownership of common-stock control. 

I, myself, as a lawyer, have on more than one occasion stopped that 
kind of procedure. 

Mr. Mutter. Where a majority of the stockholders voted to liqui- 
date you stopped that? 

Mr. Morris. I could even stop the liquidation provided they 
couldn’t prove that it was to the interests of the stockholders to 
liquidate. 

fr. Muuter. Do you know of any State law of any of our 48 States 
which provides that you need more than a majority of the stockhold- 
ers’ votes to liquidate a corporation ? 

Mr. Morris. In most of the States you require a two-thirds vote to 
liquidate. 

r. Murer. Well, in those States, if they had a two-thirds vote, 
could you stop that liquidation ? 

Mr. Morris. Only if I could show fraud and a deleterious effect on 
the value of the assets. 

Mr. Mutter. I don’t think you could do it even if you could show 
fraud or any other motive. The law permits a majority, in some cases, 
and in other cases two-thirds of the stockholders, to vote to liquidate, 
and no minority stockholder can stop the liquidation and no court in 
this land will stop it. That is your contract with the corporation. 

Mr. Morris. Are you a lawyer ? 

Mr. Mutter. Yes, lama lawyer. 

Mr. O'Hara. And an outstandingly good lawyer. 

Mr. Morris. You are a good lawyer, I would imagine, from the in- 
telligence of your questions, and the vehemence of your confidence. 

Mr. Motrer. Thank you, sir. 

Mr. Morris. Now, I would say that in most States, you are correct, 
except if a minority objects to a liquidation, they always have a right 
of an appraisal of the value of their minority stock. 

Mr. Mutter. May I suggest 

Mr. Morris. Now, wait a minute. Let me finish. I listened to you 
—7e have got to listen to me. 

r. Muurer. We have been listening to you for a long time. 

Mr. Morris. I know, but you can’t make a statement that calls for 
an answer and then interrupt me. 

Mr. Mutter. I will interrupt you any time I think you are making 
& misstatement, and I think you are now. 
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Mr. Morris. I repeat, every court of every State with which I am 
familiar has a clause in the liquidation that provides to a minority 
stockholder a right of appraisal if they object to the liquidation. 

Mr. Mutter. Only when it is consolidation, merger, or a sale, and 
not a liquidation. 

Mr. Morris. I beg-to differ with you. But this is no forum in which 
two lawyers should argue their differences. 

Mr. Muurer. No, that can be resolved very easily just by reading 
the statute. 

Mr. Morris. All right. 

Mr. Murer. I am sorry to have interrupted you, Mr. O'Hara. 

Mr. O’Hara. I was wondering where the element of fraud would 
enter in the event that Equity should seek to get rid of you. You 
own only 12 percent of the stock and Equity owns 60 percent. 

Mr. Morris. There wouldn’t be any element of fraud, Mr. O’Hara, 
unless I could prove a deleterious consequence to the value of my se- 
curities, and in most cases I would be compelled to have an appraisal 
theteof. Unless I could show what is known as an administrative 
fraud, affirmative fraud, I think they could probably put me out. 

Mr. O'Hara. I think I follow your line of reasoning, yes. If Equity 
were attempting to put in directors for the purpose of wrecking the 
corporation, and to defraud minority shareholders the court, on a 
proper showing, might intervene, but not to the extent of putting you 
incontrol. You would have no power. 

Mr. Morris. That is a close question. You may be right. And even 
Mr. Multer may be right. Even on liquidation all I could do would be 
to prove the value of my minority stock. 

Mr. O’Hara. | agree in full with what you have said concerning 
the great work you have done. You, more than any one person, are 
responsible for consumer credit becoming the lifeblood of American 
industry. I understand American bankers now are envisioning the 
extension of this mass credit to Latin America, so that a rich buying 
market for our products will be opened continentwide. 

Mr. Morris. I think it is essential and necessary. 

Mr. O'Hara. What you have accomplished is a personal monument 
to you. But you no longer have any actual control. You only have 
12 percent. So even though your achievements have been great and 
commendable, as they are, they furnish no assurances that other men, 
even Equity with its present power over your corporation, will con- 
tinue to abide by your rules of self-imposed regard for the public 
interest. 

However, I appreciate very much the opportunity of listening to 
you today. You are a great man. You have made one point crystal 
clear. If Equity today should seek to ride rough-shod over you it 
would be necessary for you, a keen and experienced lawyer, to battle 
in the courts and against tremendous odds. How about the local 
directors in a small country bank pitted against a giant holding 
company 4 

Mr. Murrer. Mr. Chairman. 

The Cuatrman. Mr. Multer. 

Mr. Mutter. Mr. Morris, which business came first, the investment 
business or the banking business? Which did you start first ? 

Mr. Morris. I started the Morris Plan Bank first. 
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Mr. Mutrer. And that was a banking business / 
Mr. Morris. Yes, sir. 
Mr. Mutrer. Now, the chairman asked Mr. Huntington the same 

question yesterday, and he gave us just the opposite answer. He said, 

in answer to the chairman’s question, that the investment business 
came first. : 

Mr. Morris. Well, he might have been referring to Equity. I don't 
know. Equity may or may not have preceded the advent of the Mor- 
ris Plan in 1910. I cannot be authentic about the history of Equity 
because I know very little about Equity. 

Mr. Murer. You don’t know when Equity was organized for the 
first time ¢ 

Mr. Morris. No, sir. 

Mr. Muurer. When was the Morris Plan Corporation of America 
organized ¢ 

Mr. Morris. Its predecessor, the Industrial Finance Corp., was 
organized in October 1914. The Morris Plan Corporation of America 
was organized very shortly afterward, when we organized the first 
factory finance company for Studebaker, January 1, 1918—about a 
year or two afterwards, when we were borrowing millions of dollars 
to handle our Studebaker business, I said that I thought the Morris 
Plan Corporation of America should be organized to hold bank stocks 
and nothing else, and that Industrial Acceptance Corp. could be held 
by another corporation other than our banks. 

Mr. Murer. What is the name of your banking facility in the State 
of New York today ? 

Mr. Morris. Industrial Bank of Commerce. 

Mr. Mutrer. And that is the successor to the Morris Plan Bank ? 

Mr. Morris. That is the Morris Plan Bank in New York; yes, sir. 

Mr. Murer. When first you started to operate in New York it 
was known just as the Morris Plan Bank of New York? 

Mr. Morris. Yes. 

Mr. Muurer. Did it carry the word “Bank” in its title? 

Mr. Morris. Well, the first year or two it was organized under the 
Investment Act and was called the Morris Plan Co. of New York, 
and later when we had the right to take deposits it was changed to 
the Morris Plan Bank of New York. 

Mr. Mutter. When was that? 

Mr. Morris. I would say about 1925, as a guess. 

Mr. Mouurer. Today the Morris Plan Corp. of America owns 
10 banks; is that right ? 

Mr. Morris. That is correct. 

Mr. Muvrer. Operating in four different States and the District 
of Columbia ¢ 

Mr. Morris. I would have to check them. 

Mr. Murer. Four or five States and the District of Columbia? 

Mr. Morris. I think that is right. 

Mr. Murer. | suppose you agree with Mr. Huntington’s state- 
ment, made to the committee yesterday, that there is nothing inher- 
ently dangerous in the expansion of the banking industry, and the 
mergers in the banking industry ? 

Mr. Morris. Put that question to me again, will you, please? 
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Mr. Mvtrer. Do you not agree with Mr. Huntington’s statement 
that there is nothing inherently dangerous in the expansion of con- 
trol of banks in the country ? 

Mr. Morris. Considering the present control of the Federal Re- 
serve System, the FDIC, the Comptroller of the Currency, and the 
State departments, I would say I would agree with Colonel Hunt- 
ington’s statement. 

Mr. Moutrer. And it would not change your opinion any if I 
pointed out to you, as a fact, that the Interstate Commerce Commis- 
sion has pointed a sign of warning to the railroad mergers, the Fed- 
eral Trade Commission has pointed a sign of warning to the mergers 
in industry, the Securities and Exchange Commission has done the 
same thing, and the Federal Reserve Board has put up the same sign 
of warning with reference to bank mergers? Do you still think there 
is nothing inherently dangerous in that trend of mergers throughout 
the country ¢ 

Mr. Morris. Not if we give intelligent and faithful adherence to 
the warning. 

Mr. Mutter. Well, I wouldn’t be surprised if you could continue 
in personal control that we might have no difficulty with your hold- 
ing companies or any others, but unfortunately we are all mortal, 
and someone else may come in who will not have the same public 
spirited interest that you have. Then we may be in trouble. 

Mr. Morris. That is possible. 

Mr. Mutter. I read very carefully your prepared statement, which 
has been introduced in the record, and Mr. Huntington’s statement, 
and the exhibits annexed to both those statements, and I want to say 
to you, Mr. Morris—I am sorry Mr. Huntington isn’t here—before I 
left this meeting yesterday afternoon I indicated to him I had some 
questions I wanted to put to him this morning, but he is not here-—— 

Mr. Morris. Do you want to put them to me? 

Mr. Mutter. I want to say to you, and you may repeat it to him— 
I do not know how many of my colleagues on this committee will 
agree with me—but all the time I have been on this committee and 
in this Congress I have never yet seen 2 statements so full of invec- 
tive and vituperation as these 2 statements, and I intend, when we 
get into executive session of the committee, to move to strike the 2 
statements out of the record because of that, and I would suggest that 
if you read them over carefully you will probably agree with me and 
possibly want to substitute other statements that are more moderate 
and temperate in their language than these 2 statements. 

- Now, as to Mr. Huntington’s statement, some of the questions I 
wanted to direct to him were to show that not only there was vitupera- 
tion, needless vituperation, if ever vituperation can be needed, but 
quite apart from that it is full of inconsistencies and inaccuracies. 

Now, I don’t blame Mr. Wolcott, when Mr. Huntington was here 
yesterday, for saying that he is terribly confused about this, and wants 
to give a lot more thought to this bill because of Mr. Huntington’s 
statement. I don’t blame him one bit for it, because anybody who 
hasn’t taken the time to analyze this statement as I have done would 
also be very much confused. 

It seems to me that your opposition to this bill is based upon the 
idea that this bill is directed against Morris Plan and Morris Plan 
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and Equity, and nobody else. You know this bill is directed against 
other holding companies. 

Mr. Morris. But it hurts us and confiscates a good part of our 
operation. 


Mr. Mutter. Well, now, you know there is no confiscation in this 
bill. 

Mr. Morris. It is nothing but confiscation if you take away from 
us all our insurance operation and all our afliliated operations. 

Mr. Mutrer. But we are not going to take anything away from 
you. 

Mr. Morris. I am glad to hear you say that. 

Mr. Mourer. But we are going to say, I hope, that no banking in- 
stitution should be engaged in the insurance business, and I hope we 
are going to say to you and to other banks and holding companies 
throughout the country that no bank should be able to say to any 
depositor or any lender, inferentially or otherwise, “We have an in- 
surance company upstairs. You better carry your insurance there,” 
and I don’t think any holding company or bank hoiding company, 
or any bank, should be in a position to say to its customers, whether 
they be depositors or borrowers, “We have an insurance company, I 
think it would be wise to carry your insurance there.” 

I think they are two entirely separate and distinct businesses. It 
got so bad in the State of New York that we had to write into the 
law a provision that no mortgagee can insist that it will place the 
insurance that is required by the mortgage, and they cannot even 
insinuate today that it would be nice if you carried your insurance 
with a particular company. Even when they did not control the in- 
surance company, they used to send the mortgagor in to the insurance 
company. In fact, they wrote the policies for the mortgagor. You 
cannot do that in New York any more, and I think it is a good policy 
and ought to be written into the law as to holding companies and 
banks throughout the country. 

I think the same situation applies to an industrial company, whether 
it be Bell Aircraft, or any other company. You shouldn’t have a 
holding company that owns the industrial company, owns the bank, 
owns the insurance company, and the industrial company goes to the 
bank and puts its money in there for deposits, then goes there and 
gets its loans, goes to the same company, owned by the same holding 
company, for its insurance, and so on down the line. 

I think, in my opinion, that that is monopoly of the worst kind, 
when you insist on concentrating in the same holding company all of 
these different ventures. You lose your independence; we lose the 
free enterprise system as we know it, and the small-business man is 
very soon forced out of business. He cannot compete with that kind 
of operation. 

Now, I understand what prompts you to make your opposition to 
the bill. You and I are in disagreement, I think, 4s to the principles. 

One other question: Are any of your banks in the Federal Reserve 
System ? 

Mr. Morris. None that we now control. Some of them are that we 
do not control. 

Mr. Mutter. And you have a deep-rooted conviction which causes 
you, so far as you can dictate policy, to keep the banks controlled by 
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your holding company out of the Federal Reserve System. Is that 
not so? You don’t want your banks in the Federal Reserve System ? 

Mr. Morris. None that we control. 

Mr. Mutter. You don’t want them in there? 

Mr. Morris. I would like to see them in there, but the requirements 
‘all for larger cash reserves than we are meee of maintaining. 

Mr. Mutrer. Do you mean that if you had to meet their er 
ments as to reserves you would not have as much money available for 
lending ¢ 

Mr. Morris. Not for lending. The holding company that controls 
these banks would have to maintain a cash reserve equal to 25 percent 
of the total resources of the banks they control. We haven’t the money. 

Mr. Murer. What reserves do you carry # 

Mr. Morris. The parent company doesn’t carry any static reserve, 
but the local banks that we control carry all the reserves that the law 
requires. 

Mr. Mcurer. But no more than what the State law requires / 

Mr. Morris. Sometimes they are more. 

Mr. Moutrer. All of the banks that your holding company controls 
are State banks ? 

Mr. Morris. Yes. 

Mr. Mutrer. You have no national banks? 

Mr. Morris. Not the ones we now control. 

Mr. Mutrer. Because if any of them were national banks, or 
should switch over to being national banks, then they would have to 
be members of the Federal Reserve System 4 

Mr. Morris. That is right. 

Mr, Mutrer. And they would have to be members of the FDIC ? 

Mr, Mornris. We are all members of the FDIC. 

Mr. Mocrer. All your State banks are members of the FDIC? 

Mr. Morris. Yes. 

Mr. Murer. I am glad to hear that. 

Mr. Gamez. They have to be in order to operate, don’t they ? 

Mr. Mutrer. No, you will find some banks that advertise they are 
paying very high interest rates, 4 and 414 or 5 percent, are not in 
the FDIC, 

Mr. Gamp.e. I thought the competition was such that they almost 
all had to be in the FDIC, 

Mr. Mutrer. In some areas they get along very nicely without it. 
I shouldn’t say very nicely; they get along without it. When any 
difficulties come along, then they may be in trouble. I hope it never 
happens. 

Mr. Mumma. Do you mean to say some banks pay 4 or 5 percent 
on demand deposits ? 

Mr. Mutrer. Yes, sir; you will find them advertised in the news- 
papers. Those banks that are financing gambling institutions, for 
instance in Nevada, and they get a very high interest rate. 

Mr. Morris. Are you through with me, Mr. Multer? I am trying 
to catch a plane. 

Mr. Mutrer. I wouldn’t keep you any longer than necessary. Mr. 
Huntington got away from my examination yesterday. 

Mr. Morris. Do you want me to have him come back and see you 
personally ? : 
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Mr. Motrer. No, I don’t want to see him personally. 

Mr. Morris. Do you want him to come back for another hearing? 

Mr. Muurer. I would love to have that. 

Mr. Morris. He will come back, and so will I. 

Mr. Mutrer. I would be happy to have the chairman set another 
date and have you both back. 

The CHarrmMan. Will you yield to me? 

Mr. Mutter. Certainly I will yield. 

The CHarmman. I was sorry to hear you say that the prepared 
statements contain a lot of vituperation. Of course, it has been 
customary, as you know, to have prepared copies of the testimony 
presented in advance. I did not have an opportunity to investigate 
those things, and I assume that these witnesses have treated us with 
respect, and I hope they have done that. I hope they haven't in- 
cluded any vituperation in their statements. 

I would like to say that my relations with Mr. Morris is such that 
I don’t think he would do that, and I give him the benefit of the 
presumption. 

Mr. Gamep.e. You don’t mean that was directed against the 
committee ¢ 

Mr. Muurer. Oh, not directed against the committee. It is in- 
directly against the committee. When the chairman of the committee 
introduces a piece of legislation, when a member of the committee 
introduces a piece of legislation, and we are told that what has been 
done was done by other people with ulterior motives sitting down 
and collaborating with us, I think that is an attack upon the member- 
ship of the committee. 

The CuHarrman. I never fee] that. That is just the result of the 
exuberance. I never worry about that. 

Mr. Mumma. I just thought he attacked the bill. 

Mr. Mutter. I have no objection to anybody attacking a bill, and 
1 have no objection to anybody attacking me, but I object to any at- 
iack upon any other member of this committee, or his motives. 

Mr. Morris. Iam sure nothing was intended such as that. 

The CHarrman. I will say to you Mr. Huntington attacked the bill 
because it was his construction of what it said. He did construe the 
vill as he saw it. 

Mr. Morris. Mr. Huntington is a very modest gentleman, and a 
very sterling character, and I am sure he intended to do no cliscourtesy 
in any language he used in his statement. 

Mr. Mutter. You look over your statement, and his, and see if 
what I have said doesn’t describe it, when it speaks of putting in mat- 
ters that are “obnoxious,” “brash,” and “misleading implications,” and 
“clumsy misconceptions,” and “ineptitudes,” and “somewhat more 
subtle than those who are responsible,” and “neatly camouflaging 
things,” “finding fault with current substitutes, unrealistic and un- 
tenable,” and so forth. You can make your point very well without 
that kind of language. 

Mr. Morris. We will look it over. 

Mr. Mvtrter. I know from my long practice of the law that when 
a Witness comes in calling names, there must be lack of substance to 
what he has to say. 

The Cuamman. That was just the broad field of general declama- 
tion, I think. 


99571—55 
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Mr. Mutter. Let me ask one or two more questions of Mr. Morris 
so he can make his plane. 

You said this bill is confiscatory because it does not permit you, your 
holding company, to dispose of its bank interests if it should decide 
that that is what it wants to do and, therefore, it is not afforded the 
same kind of tax privilege as if you held your banks and disposed of 
your nonbanking facilities. 

Do I understand your point ? 

Mr. Morris. That was one of the points made by Colonel Hunting- 
ton with which I am not familiar. I said it is confiscatory to deprive 
us of the opportunity of continuing our time sales business. 

Mr. Movtter. Will you tell Colonel Huntington for me, please, that 
he is mistaken, that if you should decide to hold your banks you may 
do so and dispose of your nonbanking organizations, or if you decide 
to do the opposite, you will get the same protection either way under 
this bill, and if by any chance there is wrong language used, we will 
correct it. But 1 think if you carefully read the language you will 
see that you are protected either way. 

There is one other point in the bill, where he made the point, at 
least, that unions and foundations and other such organizations, char- 
itable and educational organizations, are exempted from the opera- 
tion of this bill, and also mutual savings banks. 

Again I say tell him to read the language carefully, and I think he 
will send up word to us that he is mistaken. It exempts the situation 
as it exists at this moment, insofar as applying to labor unions, and 
mutual] savings banks, but as to anything in the future, they, too, must 
come in and get approval before they can acquire any more banks 
or bank-holding companies. 

Mr. Morris. That is not my understanding, but I will examine the 
language. 

Mr. Motrer. The plain language of the bill does say that, and if it 
doesn’t I am sure we will all try to make it do that. 

Mr. Morris. I am pretty sure you will have to change the language. 

Mr. Mutrer. Let me ask you this: If that objection was taken out, 
and there was no exemption granted to anybody, would you still ob- 
ject to this bill ? . 

Mr. Morris. I object to the bill if it takes away from us the right 
to continue all of our insurance operations in connection with our 
business. 

Mr. Mutrer. As a matter of fact, if most of the objections that are 
made to the details of the bill were eliminated, you would still object 
to the principles of the bill, would you not ? 

Mr. Morris. I am not sure I would. I have always contended that 
if a commission were appointed, or 4 or 5 men—a man like you—could 
sit around, Colonel Huntington has been working on this for 10 years, 
I would be glad to be counsel to the commission—I believe that a few 
men, if they want this legislation, could get together on a bill that 
wouldn’t hurt anybody and would accomplish your ulterior purpose. 

Mr. Murer. Mr. Morris, I believe you are making that statement 
in good faith, but I want to repeat what I said yesterday: Mr. Wol- 
cott tried, Mr. Spence tried, and I tried to get the opponents of this 
principle to give us what they would think was proper regulation 
for holding companies. I haven’t yet seen it. And that brings me to 
this point: In the statements you and Colonel Huntington have sub- 
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mitted to us there is reference made to the fact that you have some 
ideas as to how you could properly amend the law to regulate holding 


companies. I would like to see those proposed amendments. Will 
you get them to us? 


Mr. Morris. I will certainly try to do it. 
Mr. Muurer. Thank you. 
That is all. 


The Cuarrman. Are there any other questions? 
If not, we are very glad to have had your testimony. 


Mr. Morris. I want to thank you gentlemen for putting up with 
my vehemence. 


The Cuarrman. We are glad to have your views. 

Mr. Morris. But you cannot imagine what this whole movement 
means to aman who has given his lifetime to it. 

The Cuarrman. This concludes the hearings. Before we adjourn, 
I would like to state that the committee has received several statements 
and letters which are germane to the subject, and, without objection, 
they will be included in the record. 


The committee will adjourn to reconvene at the call of the Chair. 

(Whereupon, at 12:30 p. m., the committee adjourned.) 

(The additional statements and letters submitted to the committee 
are as follows :) 


HovuseE OF REPRESENTATIVES, 
Washington, D. C., February 28, 1955, 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

DEAR CHAIRMAN SPENCE: Attached is a statement submitted by Mr. J. E. 
Roche, president of the Milwaukee County Bank of West Allis, Wis., in support 
of H. R. 2674, the so-called bank holding bill. Mr. Roche desires to have his 
statement incorporated in the hearings before your committee on this legislation. 


Thanking you for your consideration of this request, and with kind regards, 
I am, 


Yours sincerely, 


CLEMENT J. ZABLOCKI, 
Member of Congress. 


MILWAUKEE COUNTY BANK, 
West Allis, Wis., February 21, 1955. 
Hon. CLEMENT J. ZABLOCK!, 
House Office Building, Washington, D. C. 


Deak Mr. ZaABLocki: The trend toward economic concentration is so pro- 
nounced that all believers in a competitive economy are much alarmed. The 
banking business of this country has, in a marked degree, been carried on by 
numerous independent banks—banks of the community type, banks that are 
close to the people of their respective communities. If this old system is to be 
changed and the banking affairs of the country centralized in a few hands, it 
will be detrimental to the well-being of the people of the United States. 

H. R. 2674 is a legislative proposal that would hold in check, to an extent, the 
concentration of banking in few hands. It would regulate the operation and 
expansion of bank holding companies. Bank holding companies came into being 
only for the purpose of evading certain laws that pertain to banks. Under the 
holding company system the corporation can acquire subsidiaries in a State that 
forbids branch banking, it can acquire subsidiaries in other States, and it can 
indulge in business unrelated to banking. None of these three things are per- 
mitted to a bank. H. R. 2674 would stop this evasion—make the holding com- 
panies conform to the same rules as banks must follow. 

This is not punitive legislation. It doesn’t take anything from the holding 
companies that they now have, with the exception that a bank holding company 
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must decide whether it wants to be in business unrelated to banking, or in the 
banking business. It can’t be both fish and fowl. 

There is an urgent need for quick passage of this bill to stop the danger before 
it is too late. The holding companies are expanding at a loss to independent 
banking. The part that credit plays in our financial world is of such importance 
that it cannot be left to the judgment of few. 

Small business has played such a strong role in the development of the country, 
in developing human initiative and responsible citizens with the freedom to 
speak one’s thoughts. Small business and the small bank go hand in hand; both 
are highly essential. If a large corporation, through the holding company de- 
vice, dominates any section of the country they will undoubtedly favor the al- 
ready big business to the detriment of small enterprise, and as their holdings 
get larger they become more monopolistic; and monopoly would be a dead hand 
on the future development of our country distri icts. 

Very truly yours, 
J. E. Rocnue, President. 


MARCH 3, 1955. 
The HOUSE OF REPRESENTATIVES, 
Committee on Banking and Currency, Washington, D. C.: 

Wisconsin Bankshares Corp. was organized in December 1929 and controlled 
46 banking institutions, all located in the State of Wisconsin. 

On December 31, 1980, the corporation’s net worth was $40,613,000. Five years 
later, December 31, 1935, this net worth decreased to $7,637,000. In this period, 
the stockholders of the corporation exchanged their holdings on a basis of 1 share 
for 5, and based on the present market of 2014, lost approximately $35 per share 
on their original investment. This loss made it possible for every bank in the 
group to remain open and to continue to assist many other banking institutions, 
not members of the group, to weather the depression. 

The corporation made cash contributions totaling $7,096,000 between 1932 and 
1939 to 37 of its unit banks. If these unit banks were independent, in all prob- 
ability, three-fourths of such banks would have closed with resultant runs on 
other banking institutions in various sections of the State. The corporation is 
credited with saving the banking structure in the State of Wisconsin. 

During the years following 1930, the number of banks and trust companies 
was reduced by mergers, consolidations and sales to the present number of 5 
national banks and 1 trust- company. The corporation has met all financial 
crises and no depositor of its banking institutions has suffered a loss. 

As of this date, Wisconsin Bankshares Corp. controls the following banking 
institutions : 


Oct. 31, 1954, Oct. 31, 1954, 


Name and location capital funds ! deposits 





Union National Bank, Eau Claire, Wis = a $1, 389, 789 $22, 800, 628 
First National Bank, Fond du Lac, Wis-_-_-._.....--..._--- 1, 418, 520 | 24, 308, 535 
First National Bank, Madison, Wis-- “i 5, 082, 124 | 80, 016, = 
First Wisconsin National B: unk, Milw aukee, _. Oa Ses 36, 489, 371 | 603, 078, 65 

First National Bank, Oshkosh, Wis. ee ae ee weal 1, 882, 456 31, 686, 861 
First Wisconsin Trust Co., Milwaukee, olin adate we 2, 422, 768 | 11, 421, 296 


as Sah ses eS Ab dw dina idan sh ends —— 48, 685, 028 778, 312, 011 





1 Includes capital, surplus, and undivided profits, 


On December 31, 1931, banks presently controlled by Wisconsin Bankshares 
Corp. had 21.3 percent of the deposits and 23.0 percent of the loans of all of the 
banks in the State of Wisconsin. As of December 31, 1953, the banks had 21.9 
percent of the deposits and 20.4 percent of the loans of all the banking institutions 
in the State. 

An analysis of loans and deposits of all banks located in the five cities served 
by our banking units discloses that in 1942 these banks had an average of 43.5 
percent of the loans and 59.2 percent of the deposits. While in 1953, loans were 
46.1 percent and deposits were 48.5 percent. 

The above analysis is conerete proof that our banking institutions serve our 
communities well, and we are proud of the cooperative relationship that exists 
with our competitors. As further evidence of this relationship, our largest 
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banking institution, the First Wisconsin National Bank of Milwaukee, serves as 
correspondent for over 90 percent of the banking institutions in the State of 
Wisconsin. 

Although Wisconsin Bankshares Corp.’s control of our 5 banks and 1 trust 
company ranges from 86 to 99 percent ownership, we are favored with the guid- 
ance of the leaders in the individual communities we serve who are directors of 
our banking institutions. 

The corporation is proud of its record in the State of Wisconsin. We are able 
to adequately and safely fulfill the credit requirements in the communities served 
by Wisconsin Bankshares Corp. Our banking institutions are under the super- 
vision and control of the Comptroller of the Currency and the Board of Gov- 
ernors of the Federal Reserve System. The record in these offices will disclose 
that our operations and policies are those of good and constructive bankers. 

WISCONSIN BANKSHARES Corp., Miliwwaukee, Wis., 
WILLIAM G. BruMper, I’resident. 


STATEMENT OF W. S. Woops, PRESIDENT, TRUST Co. OF GEORGIA ASSOCIATES, WITH 
Respect TO BANK Ho.LpIne CoMPANY LEGISLATION PENDING BEFORE THE HOUSE 
COMMITTEE ON BANKING AND CURRENCY, Maren 14, 1955 


The purpose of this statement is to call to the attention of the members of 
this committee an inequitable and, as we believe, unintentional result flowing 
from the divestment provisions of H. R. 2674. 

Two corporations are involved. 

(1) Trust Co. of Georgia 

This is a State member bank chartered by the General Assembly of Georgia 
in 1891, conducting a general banking and trust business in Atlanta, Ga. It 
owns the entire capital stock of Trust Co. of Georgia Associates, the second 
corporation involved. 

In 1919, 1920, and 1922 Trust Co. of Georgia acquired in the course of under- 
writing securities (a business in which it was then lawfully engaged) shares in 
the Coca-Cola Co., which were subsequently converted into 10,468 shares of Coca- 
Cola International Corp. In 1929 and 1931 it transferred 4,968 of such shares 
to Trust Co. of Georgia Associates, leaving 5,500 shares as holdings of Trust 
Co. of Georgia. The retention of these shares, as well as those of Trust Co. 
ef Georgia Associates and other minor holdings, was sanctioned by the Bank- 
ing Act of 1933. 

No shares of stock owned by Trust Co. of Georgia, either directly or indirectly 
through Trust Co. of Georgia Associates, are carried at any value on the books 
of Trust Co. of Georgia.. 

(2) Trust Co. of Georgia Associates 

This Georgia corporation chartered in 1922, with power to hold and own 
securities, is and has been since its organization a wholly owned subsidiary of 
Trust Co. of Georgia. Its principal assets are : 

(a) A controlling interest in six national banks located in some of the 
principal cities of Georgia. 

(b) Certain stocks acquired prior to 1933 and continuously held exclusively 
for investment purposes, consisting primarily of 4,968 shares of Coca-Cola Inter- 
national Corp. 

(c) All the stock of Trusco Finance Co., a Georgia corporation chartered in 
1935 for the purpose of purchasing, selling and servicing installment finance paper 
for the benefit of Trust Co. of Georgia and its affiliate banks. 

Because of the ownership of the shares of banks by Trust Co. of Georgia Asso- 
ciates, both it and Trust Co. of Georgia are holding company affiliates, as defined 
in the Banking Act of 1933. Both of these companies hold a general voting 
permit, issued by the Board of Governors of the Federal Reserve System. 

Under the provisions of H. R. 2674, both these companies will be bank holding 
companies. 

The result is a situation which we do not believe is duplicated among bank 
holding companies, namely: a bank, which is a bank holding company, owning 
in turn a bank holding company, which is not a bank, and both owning non- 
banking assets which were legally acquired and continuously held for investment 
only over a long period. 
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Section (6) (c) (5) of H. R. 2674 would appear to permit Trust Co. of Georgia 
to retain its shares in nonbanking companies since it is “a bank, which is a bank 
holding company,” and since it is permitted to own its shares of nonbanking com- 
panies under the laws of the State of Georgia, the State in which it is operated. 

It does not appear, however, that the exemptions of section (6) (c) (5) are 
available to Trust Co. of Georgia’s wholly owned subsidiary, Trust Co. of Georgia 
Associates, since this subsidiary is not “a bank, which is a bank holding com- 
pany.” 

Thus, under the bill as drawn, a parent (Trust Co. of Georgia) would be per- 
mitted to retain shares in nonbanking companies, while its wholly owned sub- 
sidiary (Trust Co. of Georgia Associates) would not. Trust Co. of Georgia As- 
sociates, therefore, would be required to divest itself of its Coca-Cola Interna- 
tional holdings despits the facts that— 

(a) The shares have been owned directly or indirectly by Trust Co. of Georgia 
for over 30 years; 

(b) None of the shares has ever been sold or traded in since 1933; 

(c) The shares were legally acquired in the normal course of business and 
have been held solely for investment purposes ; 

(d) The shares of Coca-Cola International Corp. owned by Trust Co. of 
Georgia and Trust Co. of Georgia Associates constitute only 6.49 percent of In- 
ternational’s outstanding shares and are exchangeable only into 1.95 percent of 
the outstanding shares of the Coca-Cola Co., and 

(e) No value is assigned to the shares held directly or indirectly on the books 
of Trust Co. of Georgia or on any financial statement published by it. 

The ownership of such shares, with an aggregate quoted market value in excess 
of $9 million adds materially to the strength and stability of Trust Co. of Georgia, 
as well as to that of Trust Co. of Georgia Associates, and of the six banks which 
it controls. A lessening of the strength and stability of the seven banks involved 
would not be in the public interest or in keeping with the repeatedly stated policy 
of the Congress in favor of privately owned banks with strong and adequate capi- 
tal funds. It would appear entirely consistent, therefore, with the objectives of 
the proposed bill, for bank holding company legislation to permit the retention of 
noabanking assets which have been legally acquired and held throughout a long 
period of years solely for investment where no element of control of the companies 
whose securities are so held exists. 

Over the more than 20 years history of pending bank holding company legisla- 
tion, the opponents and proponents of holding company legislation, as well as all 
interested parties, have recognized the fairness of permitting Trust Co. of 
Georgia and Trust Co. of Georgia Associates to retain their nonbanking assets. 

We think it appropriate that H. R. 2674 be amended to permit these two com- 
panies to continue to own their nonbanking assets which were lawfully acquired 
and held for investment over so long a period. 


STATEMENT FILED WITH THE House BANKING AND CURRENCY COMMITTEE ON 
BEHALF OF THE NATIONAL ASSOCIATION OF MUTUAL SAVINGS BANKS IN REGARD 
To H. R. 2674, Marcu 7, 1955 


This statement is submitted on behalf of the National Association of Mutual 
Savings Banks. 

Mutual savings banks are local community thrift institutions whose purpose 
is to accept the savings of people in the community, to invest those savings 
safely, and to return a conservative earning to the depositors. These mutual 
savings banks have no stockholders, their assets belong to the depositors and 
they are operated by boards of trustees, usually without compensation. 

The mutual savings banks ordinarily would have had no concern with the 
legislation pending before this committee. Because of their local character and 
their strict regulation with respect to all phases of their business including 
branches and investments these institutions could not by any stretch of the 
imagination be considered as being in the bankholding company business. 





CONTROL AND REGULATION OF BANK HOLDING COMPANIES 621 


The bankholding company bill on which the committee is now conducting 
hearings, H. R. 2674, excludes mutual savings banks from its definition of 
“bankholding company” by specific language. (H. R. 2674, pp. 2 and 3, beginning 
on p. 2, line 25.) The two bills, 8S. 76 and S. 1118, on which hearings were held 
last year by the Senate Banking and Currency Committee also exempted mutual 
savings banks. In exempting mutual savings banks from the provisions of 
H.. R. 2674, the sponsors of this bill have given recognition to the fact that 
the abuses at which the bill is aimed have not been practiced by mutual savings 
banks and because of State laws cannot be practiced by them. 

In testifying before this committee on the pending bill, H. R. 2674, both Chair- 
man Martin of the Federal Reserve Board and Mr. Gidney, Comptroller of the 
Currency, recommended that the exclusion of mutual savings banks from the 
provisions of this bill be eliminated, and that these thrift institutions be included 
within the provisions of any bank holding company legislation. This recom- 
mendation coming from these responsible officials is difficult to understand in 
the light of the practices which they hope will be eliminated or curbed by enact- 
ment of bank holding company legislation. In Chairman Martin’s statement 
before this committee on February 28, 1955, he said: 

“The essence of our position is that further regulation of bank holding com- 
panies should be kept to a minimum necessary to meet whatever problems may 
exist in this field which are not met by present law and cannot effectively be deait 
with by the States alone.” 

In his testimony on June 10, 1953, with regard to two bank holding company 
bills then: pending before the Senate Banking and Currency Committee, Chairman 
Martin of the Federal Reserve Board said: 

“The fundamental concept with which we start is that Federal regulatory 
legislation in this field should deal only with those problems which cannot ade- 
quately be dealt with by the States and then only to the extent necessary to 
meet the actual needs of the specific situations which give rise to these problems. 
Qur approach, therefore, is one of minimum control rather than in approach 
designed to meet all conceivable sitautions that could arise in the future.” 

We concur in the soundness of this fundamental concept as expressed by 
Chairman Martin, but we respectfully submit that to include mutual savings 
banks within the definition of “bank holding company” would be to extend Fed- 
eral regulation into fields already adequately dealt with by State law and State 
regulation and in which there is no need for Federal interference. 

In his statement before this committee on February 28, 1955, Chairman Martin 
said that there are two major problems in the bank holding company field which 
are not covered by present law. He defined these problems by saying: 

“In the first place, there is nothing in present law which restricts the ability 
of a bank holding company to add to the number of its controlled banks. Con- 
sequently, there can well be situations in which a large part of the commercial 
banking facilities in a large area of the country may be concentrated under the 
managements and control of a single corporation. 

“In the second place, there is nothing in existing law which prevents the com- 
bination under the same control, through the holding company device, of both 
banking and nonbanking enterprises.” 

He defined these same unsolved problems in his testimony before the Senate 
Banking and Currency Committee on June 10, 1953, as follows: 

“One is the unrestricted ability of a bank holding company to expand its bank- 
ing operations through the acquisition of additional banking offices, thus making 
it possible for the commercial banking resources in a particular geographical 
area to be concentrated under the control of a single corporation. The other 
major problem is that which arises from the fact that a bank holding company 
may control not only banks but also various other types of enterprises wholly 
unrelated to the business of banking.” 

The first abuse which Chairman Martin believes should be guarded against by 
bank holding company legislation is the unrestricted ability for a bank holding 
company to expand its banking operations through acquisition of additional 
banking offices. In the first place, let it be said that mutual savings banks are 
not permitted to do and do not do a commercial bank business. They are closely 
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supervised under carefully drawn State laws. These State laws are not en- 
tirely uniform with respect to expansion, but generally speaking they have only 
a limited right to open or operate 1 or 2 branches in the particular county in 
which they operate. In the New England States, in which we are principally 
concerned, investments of mutual savings banks must conform to what is com- 
monly referred to as the legal list of securities eligible for investments. 

In Rhode Island, Vermont, Connecticut, New Hampshire, Massachusetts, and 
Maine mutual savings banks are permitted under certain restrictions to invest in 
the stock of commercial banks. (See excerpts from statutes attached.) Some of 
these States limit the investment in bank stock to less than 15 percent of the 
capital of a commercial bank. For instance, in Connecticut and Maine a mutual 
savings bank may not own more than 10 percent of the total voting capital stock 
of any one commercial bank. In Massachusetts a savings bank may not hold 
in excess of 15 percent of the outstanding stock of any one commercial bank. 
Others permit an investment of more than 15 percent. Those States which per- 
mit an investment of 15 percent or greater in any one bank are Vermont, Rhode 
Island, and New Hampshire. Some of these States permit the savings banks to 
share quarters with a commercial bank, while others do not. In all of these 
States there are restrictions on this investment authorization to prevent abuses. 

As far as we can determine, nine mutual savings banks, none of them large 
institutions, might come within the provisions of any bank holding company 
bill that might be brought out by this committee. Four of these mutual sav- 
ings banks are in the State of Rhode Island and five of them are in the State 
of New Hampshire. A fuller discussion with respect to these nine savings banks 
follows. 

In the State of Rhode Island each of three mutual savings banks owns a con- 
trolling interest in a separate trust company and a fourth mutual savings bank 
controls a national bank. In each case, the savings bank and the trust company 
or national bank share the same building but their assets are completely segre- 
gated and their functions are distinct and separate. For instance, the trust 
companies and the national bank involved do not accept savings deposits and 
the savings banks involved do not accept commercial accounts and do not do a 
trust business. Their business supplements each other and, by the use of com- 
mon quarters, they afford great convenience to persons having business with 
both institutions. 

Savings bank A in the city of Providence owns 100 percent of the stock of u 
bank empowered to do a safe-deposit and trust business but as a matter of fact 
does only a safe-deposit business. Savings bank B in the city of Providence owns 
83 percent of a trust company which does a general commercial bank business 
except that it does not accept savings accounts or make mortgage loans. Sav- 
ings bank C in another Rhode Island city has the entire ownership of a safe 
deposit and trust company which does only a trust business. Savings bank ID 
in still another Rhode Island city owns 28% percent of a national bank which, 
with shares owned by some savings bank trustees, would total about 40 percent. 
This national bank takes no savings accounts and makes no mortgage loans. 

The laws of Rhode Island prohibit a mutual savings bank from owning more 
than 25 percent of the stock of more than 1 corporation. In other words, the 
State law permits a Rhode Island mutual savings bank to own more than 25 per- 
cent of the stock of 1 and only 1 corporation. These 4 Rhode Island savings 
banks that have purchased controlling interests in 1 trust company or 1 national 
bank each have exhausted any possibility of further expansion on their part of 
bank control, or of the control of any other corporation for that matter. 

It should be noted that, in each instance where a mutual savings bank in 
Rhode Island owns a controlling interest in another banking institution, the com- 
mercial institution is not only located in the same city but is located in the same 
building and is not in competition with the savings bank which controls it. In 
short, the arrangements with regard to these savings banks and other banking 
institutions is a strictly local situation controlled by State law and State regu- 
latory authority and containing none of the abuses which are intended to be cor- 
rected by proponents of bank holding company legislation. Although repetitious, 
Chairman Martin’s statement which already has been quoted, should be repeated 
here for its pertinency: 

“The Federal regulatory legislation in this field should deal only with those 
problems which cannot adequately be dealt with by the States and then only to 
the extent necessary to meet the actual needs of specific situations which give 
rise to these problems. Our approach, therefore, is one of minimum control 
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rather than an approach designed to meet all conceivable situations that could 
arise in the future.” 

It may be readily seen that under the State law in Rhode Island it is impossible 
for a mutual savings bank to stifle competition, to mushroom its control of other 
banks or to commit otherwise any of the large-scale abuses which the proponents 
of bank holding company legislation would curb and regulate. Yet, unless the 
specific exemption of mutual savings banks (now contained in H. R. 2674) is 
retained in whatever bill this committee may approve, there is the real danger 
that a distorted and, we feel, wholly unintended result will be to bring these 4 
Rhode Island mutual savings banks needlessly within the burdensome field of 
Federal regulation of bank holding companies, in spite of the fact that there is 
no danger from their activities. 

In New Hampshire, there are 5 small mutual savings banks that through stock 
ownership may be considered as controlling 1 commercial hank each. This con- 
trol results from ownership ranging from 25 percent of the stock of the ecommer- 
cial bank to 45 percent of the stock in the case of the savings bank with the highest 
percentage stock ownership. In 4 out of the 5 cases in New Hampshire, the 
mutual savings bank shares quarters with its commercial affiliate. In the fifth 
case, the savings bank and its commercial affiliate are a few doors apart. They 
engage in separate business in that the savings bank takes savings deposits but 
does not conduct a commercial bank business while the commercial affiliate en- 
gages generally in commercial banking operations but does not accept savings 
accounts. The managements are separate and independent. Here wgain, as in 
Rhode Island, the services of these two types of banks supplement each other 
end their use of the same building or the proximity of their offices is a great 
convenience to the public and is of profitable advantage to both institutions. 

Under New Hampshire law, no New Hampshire mutual savings bank can hold 
more than 25 percent of the capital stock of any one bank. In the cases in 
New Hampshire where ovnership is in excess of this 25 percent limitation, it 
occurred prior to the enactment of the present law and the holding was not dis- 
turbed by the present law. Here again we see that both from an actual and 
a legal standpoint, the situation of a few New Hampshire savings banks having 
in each instance one commercial affiliate situated in the same building or in the 
same block presents no problems and permits no abuses which should bring these 
savings banks within the purview of legislation aimed at a national large seale 
situation. State law and actual practice have kept this relationship between 
the New Hampshire mutual savings banks and their commercial 2ffiliates within 
the bounds of reasonable accommodation to the public in accordance with the 
policy of the State of New Hampshire. 

Chairman Martin in his statements of February 28, 1955 and June 10, 1953, 
was concerned by the fact that a bank holding company may control not only 
banks but also various other types of enterprises wholly unrelated to the business 
of banking. With one exception, which I shall refer to later, savings banks are 
required by law and regulation to engage in no business other than the tradi- 
tional business of thrift institutions, that is, the acceptance of savings deposits, 
the safe investment of them and a return of earnings to the depositors. There 
is one type of business, however, which has been intimately related with mutual 
savings banking for many years but which might be considered by interpretation 
to be “unrelated” to the business of mutual savings banking, and. hence, might 
invite the interference of the Federal Government under any bank holding com- 
pany bill. Many years ago in Massachusetts that State provided that mutual 
savings banks should offer an issuing company low-cost life insurance in limited 
amounts. This idea was first put forth and was vigorously sponsored by the 
late Justice Brandeis in the belief that because of the people’s familiarity with 
mutual savings banks they should be permitted to avail themselves of this low- 
cost life insurance through these bank offices and only over the counter. This 
business of selling low-cost life insurance in limited amounts has spread to other 
States so that it is now authorized in other New England States as well as in 
the State of New York. Certainly this traditional local business of mutual 
savings banks should not be imperiled by any bank holding company bill aimed 
principally at the pyramiding of economic controls. 


CONCLUSION 


In exempting the mutual savings banks from the provisions of bank holding 
company legislation, the Congress will not be discriminating in favor of the 
mutual savings banks. Their very limited activities in the field of bank control 
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and in the sale of savings bank life insurance are so far outside of the purposes 
of the proponents of this legislation and are so adequately regulated and pre- 
scribed by State law and State regulation that it would be an injustice and 
an unnecessary hardship to subject the mutual savings banks to Federal control. 

It is apparent from the statements of Chairman Martin and Comptroller Gid- 
ney that they do not conceive that the purpose of a bank holding company bill 
is to extend Federal interference into affairs of local thrift institutions such as 
mutual savings banks. But their suggestion that the bill before this committee 
be amended by striking out the exemption of mutual savings banks might very 
likely have that result in some cases. 

It is respectfully urged that the exemption of mutual savings banks from the 
provisions of this bill or any bank holding company bill be retained. As an 
alternative, it is recommended that a company must control the voting shares 
of each of two or more banks before it qualifies as a bank holding company, 
as is provided in bill H. R. 2674. 

There is attached hereto for the convenience of the committee members a 
synposis of the laws of various States governing the investment of mutual savings 
banks in bank stocks. There is also attached a summary by States of the total 
investments of mutual savings banks in bank stocks. 

Respectifully submitted. 

Harry FE. Proctor, 
Assistant General Counsel, 
National Association of Mutual Savings Banks. 


PoWERS OF SAVINGS BANKS TO INVEST IN BANK STOCKS 


CONNECTICUT 


A savings bank may invest up to 50 percent of its surplus and profit and loss 
in the capital stock of any bank of deposit and discount located in Connecticut 
New York City, Philadelphia, or Boston, if the bank has paid cash dividends of 
1 percent in each of its last 5 fiscal years; but out-of-State banks must have a 
combined capital surplus, and undivided profits of at least $10 million in order 
for their stocks to be eligible. 

A savings bank may not invest more than 5 percent of its surplus and profit and 
loss in the stock of any one bank nor may it hold, either as investment or as 
security for loans or both, more than 10 percent of the voting stock of any bank. 
In computing these limitations, bank stock held as investment is figured at the 
value at which it is held less any specific reserve applicable thereto; bank stock 
held as security for loans is figured at the amount of the loan. Effective October 
1, 1953, minimum capital, surplus and undivided profits of out-of-State banks 
must be $20 million for their shares to be eligible, but they may be located in any 
city where the head office of a Federal reserve bank is located. In addition, in- 
vestment may be made in the shares of any bank of deposit and discount in the 
continental United States that has a combined capital, surplus and undivided 
profits of at least $100 million and that has met the 4 percent dividend require- 
ment for the past 5 years (G. 8S. 1949, sec. 5815 (8)). 


DELAW ARE 


Delaware savings banks are not limited to investment in a legal list of securi- 
ties designated by statute. No Delaware bank many invest more than 25 percent 
of its total capital, surplus, and undivided profits in the stocks, bonds, or other 
obligations of any one corporation. Laws relating to financial institutions, 
section 44. 

MAINE 


Maine savings banks may invest in the stock of banks located in Maine and 
incorporated under Maine or Federal law. They may also invest in the stock 
of any bank in other New England States or in New York State, incorporated 
under the laws of any of those States or of the United States and located in a 
city of 250,000 population or greater ; but an out-of-State bank, for its stock to be 
eligible, must be a member of the Federal Reserve Bank System and must have 
capital and undivided profits of at least $10 million. 

A savings bank’s holding of bank stock, as investment or as security for loans, 
may not exceed 7% percent of its deposits; nor may it acquire stock in any one 
bank having a book value of more than 1 percent of its deposits; nor may it 
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acquire more than 10 percent of the capital of any one bank (ch. 55 R. S. sec. 38 
(XTX) ). 
MARYLAND 


In Maryland savings banks are not limited by law to invest in securities or 
other investment media prescribed by statutory legal list. Savings-bank deposits 
may be invested or loaned out on good security in the discretion of the directors 
(banking laws, section 42). 

MASSACHUSETTS 


A Massachusetts savings’ bank may invest in the common stock of a trust 
company incorporated in Massachusetts and doing business in Massachusetts, 
or in the common stock of a national bank doing business in Massachusetts, pro- 
vided : 

1. There is no preferred stock outstanding. 

2. Cash dividends of 4 percent have been paid on the stock in each of the 5 
years immediately preceding the date of investment, without having reduced 
the aggregate par value of the stock within such 5-year period. 

3. Surplus of the commercial bank is equal to at least 50 percent of its capital 
stock. 

A Massachusetts savings bank may also invest in the common stock of a 
national bank or trust companying doing business anywhere in the United States, 
provided : 

1. The bank is a member of the Federal Reserve System. 

2. The bank has capital, surplus, and undivided profits at least equal to (1) $40 
million, and (2) 6 percent of its deposit liability at the end of the calendar year 
preceding investment. 

3. The bank has no preferred stock outstanding. 

$. The bank, in each of the 10 years preceding investment, has paid cash 
dividends of 4+ percent on the common stock without having reduced the aggregate 
par value thereof during such 10-year period. 

The savings bank may not invest in bank stocks more than two-thirds of its 
combined guaranty fund and profit and loss account. It may not invest more 
than 4; of its combined guaranty fund and profit and loss account in the stock 
of any one bank. Its investment in the stock of any one bank, together with 
stock of the bank held as collateral for loans, may not exceed 15 percent of the 
outstanding stock of such bank (ch. 168, G. L. Mass., sec. 54 (Seventh) ). 


NEW HAMPSHIRE 


Stock of banks and trust companies, or the “special deposits” of “guaranty 
savings banks,” incorporated in and doing business in New Hampshire, or the 
capital stock of national banks located in New Hampshire, is eligible; but no 
mutual savings bank may hold for investment or as collateral security, more 
than 25 percent of the capital stock of any one bank. 

Stock of a national bank or trust company located elsewhere in the United 
States is also eligible, provided that the bank is a member of the Federal Reserve 
System ; is located in a city with a population of 500,000 or more; has capital 
stock, surplus and individual profits of at least $10 million; has surplus and 
undivided profits equal to at least 100 percent of capital stock; and has earned 
and paid cash dividends in each of the last 5 of its fiscal years. 


OHIO 


Mutual savings banks in Ohio may invest in the stocks of banking corporations 
organized or doing business under the laws of Ohio, of any other state, or of the 
United States, “under such further definition and restrictions as may from 
time to time be prescribed by the superintendent of banks” (General Code of 
Ohio, sec. 710-140). 

PENNSYLVANIA 


A Pennsylvania savings bank may invest up to 5 percent of the book value 
of its assets or 50 percent of its unimpaired surplus, unallocated reserves and 
undivided profits, whichever is less, in stock of American corporations, meeting 
certain requirements as to demonstrated earning power. Investment may not 
be made in any one corporation if the holdings of stock in that corporation will 
thereby exceed in cost one-fifth of 1 percent of the book value of the savings 
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bank assets or in number of shares 5 percent of the outstanding stock of the 
corporation. 

A Pennsylvania savings bank may also invest in the shares of a corporation 
incorporated in Pennsylvania for the purpose of conducting a safe deposit bus- 
iness (Banking Code, secs. 1208, 1209). 


RHODE ISLAND 


A Rhode Island savings bank may invest in the stock of any bank or trust 
company incorporated in New England or New York, or of any national bank 
doing business in those States. It may also invest in the stock of a bank incor- 
porated and doing business in other States, or a national bank doing business 
in such other States, if such bank (1) is a member of the Federal Reserve 
System; (2) has a principal office located in a city of 200,000 or more inhabitants ; 
and (3) has been in active business for at least 10 years preceding the date of 
investment, including in the 10 years any period in which a constituent corpora- 
tion has been in business, if the bank was formed by a consolidation of two or 
more banks. Any such bank must have capital and surplus of at least $5 million. 

The savings bank may not have more than 10 percent of its deposits invested 
in bank stock, whether invested or held as security for loans. It may not have 
more than 3 percent of its deposits in the stock of any 1 corporation, nor may it 
hold more than 25 percent of the stock of more than 1 corporation (G. L. 1988, 
ch, 139(VIT) ). 

VERMONT 


In Vermont, the purchase of corporate stocks is prohibited save stock in a 
Federal bank, a safe deposit company, a nominee corporation or a national or 
State bank or trust company organized and doing business within the United 
States (Vermont Statutes, sec. 8763). 


NEW JERSEY 


Savings banks may invest in common stock (if there are no senior securities 
outstanding) of a national banking association or trust company anywhere within 
the United States provided the national bank— 

1. Isa member of the Federal Reserve System ; 

2. Had, at its last published statement preceding the date of investment, 
capital stock, surplus and undivided profits equal to $40 million and also equa! 
to at least 6 percent of its deposit liability : and 

3. Had paid cash dividends of not less than 4 percent in each of the 5 fiscal 
years preceding investment (without reducing the aggregate par value of its 
stock). 

A savings bank may not invest in the stock of any bank if total investments 
would thereby exceed 2 percent of the total outstanding common stock of any 
one corporation, or if they would exceed 3. percent of the surplus of the savings 
bank, whichever is less. All equity investments of the savings bank may not 
exceed 30 percent of its surplus. Surplus is defined as being the surplus and 
undivided profits of the savings bank, or the adjusted surplus as determined 
by the commissioner of banking (ch. 78, laws of 1953, R. S. 17: 9A-180.5 Seq.). 


Investments of mutual savings banks in bank stocks, June 30, 1954 


Total assets of mutual savings banks in the United States S28, 396, 991, O00 








Total investment in bank stocks______ ~~ 2 : ss 298, 649, 000) 


Connecticut ee 66, 458, 000 
Delaware a 210, 000 
tt A RES EEO AEG AM LE RE ETI i PEPE IES 5 8, 389, 000 
Tipe paid Api siete est ah ete Oe ey eae eae 189, 951, 000 
New Hampshire , 10, 507, 000 
New Jersey 1, 437, 000 
Ohio 119, 000 
Pennsylvania 5, 018, 000 
Rhode Island 15, 107, 000 
Vermont 1, 136, 000 
Washington 266, 000 
Wisconsin 32, 000 
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Mutual savings banks in the five other States in which they are located hold 
no commercial bank stock. These States are New York, Maryland, Minnesota, 
Indiana, and Oregon. 


WASHINGTON, D. C. March 8, 1955. 
Hon. BRENT SPENCE, 
Chairman, Banking and Currency Committee, 
House Office Building. 

In lieu of personal appearance before your committee now considering your 
bill, H. R. 2674, it is to be noted in a nationwide poll made by the Federation 
of its entire nationwide membership on similar legislation 2d session 83d Con- 
gress, to prohibit bank holding companies control of business firms and prevent 
monopolistic expansion of banking systems by bank holding companies. Which 
poll reached approximately 100,000 independent business and professional men 
members. The membership concurred in the proposition “independent busi- 
ness can prosper only when it is served by many independent, locally owned, 
competitive banks. Bank holding companies kill off local banks, destroy com- 
petition. Independent business cannot compete with other businesses owned 
and preferentially financed. Bank holding companies own and give financing 
preferences to some business firms. Independent, local, competitive banks don’t 
stand a chance against holding companies. Holding companies are free from 
ruleS and regulations governing your local bank. This bill will change this 
situation for the better’—by a vote of 75 percent for, 20 percent against and 
5 percent not voting. The federation takes no position on any legislative or 
economic problem until the entire nationwide membership is polled. It is our 
belief that with the present trend of our economy independent business of this 
Nation needs the protection as proposed in your bill H. R. 2674. So there will 
be no misunderstanding we again this month are polling our membership on 
your bill, H. R. 2674. If the results of this poll are different from the above 
we will notify you immediately. Would you be kind enough to have this mes- 
sage made part of the record of the hearings? 

GEORGE J. BURGER, 
Vice President, National Federation of Independent Business. 


STATEMENT OF BANCOHTIO Corp., CoLtumMBUsS, OHIO, RELATIVE TO H. R. 2674 


HISTORY 


BaneOhio Corp. of Columbus, Ohio, was incorporated under the laws of Ohio 
in September 1929. The corporation now has 21 banks as affiliates operating in 
19 of Ohio’s 8S counties. The affiliates are composed of 16 national banks, 3 
State-member banks and 2 nonmember banks. Four of the 21 affiliates have 


branch offices which operate only within the county in which the main office 
is located. 


DIRECTORS AND OFFICERS 


All of the officers of the holding company are men with long years of com- 
mercial banking and investment banking experience. 
officers of the holding company act as a director or an officer of an affiliate. 

Officers and directors of all the affiliated banks are leading citizens of their 


None of the directors or 


own communities. 


Many of the officers are the leaders of their iocal communi- 
ties in civic affairs. 


SHAREHOLDERS 


BancOhio Corp. is an Ohio corporation controlled by Ohio people. On Decem- 
ber 31, 1954, 90.82 percent of the 759,360 shares outstanding was owned in Ohio: 
no shareholder owned more than 5 percent. Of the 4,663 shareholders as of that 
date, 79.5 percent representing ownership of 668,231 shares resided in the 19 
counties in which BancOhio Corp. affiliates are located. An additional 38,683 
shares, or 11.32 percent, were owned by residents of other Ohio counties. The 
history of the corporation has been that shareholders in the counties in which 
our affiliates operate, retain their shareholdings and are most interested in the 
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operations of not only their local affiliate, but in the overall affairs of the corpo- 
ration. Thus the local character of the banking operation of the affiliates is 
retained. 

AFFILIATES 


BancOhio Corp. has no nonbanking affiliates. Its operations are confined to 
the State of Ohio and for the most part to county seat cities in the central area 
of the State. 

COMPETITION 


The territory served by BancOhio Corp is highly competitive in the banking 
field. In the 19 counties served by BancOhio Corp. 21 affiliated banks, are 
located 102 independent banks. In the State of Ohio, there are 645 banks and 
329 branches listed in the most recent bank directory. BrancOhio Corp., operating 
21 banks and 17 branches, is the only listed holding company in the State of 
Ohio. At the end of 1954, total deposits of BancOhio Corp. affiliates were 
$556,200,000. Total deposits in the 645 banks in Ohio were reported at 
$9,253,800,000. 

BANKING SERVICE 


BancOhio Corp. and its affiliates have constantly strived to provide the most 
complete banking service for small business and the individual. BancOhio 
Corp. was a pioneer in stimulating the entrance of commercial banks into the 
personal loan field. This service began immediately after the inception of the 
corporation in 1929. A volume analysis for the BancOhio Corp. affiliates as of 
October 1954, showed 420,051 total accounts in the form of savings, commercial, 
Christmas club, and loans. 


Number of deposit accounts : 


Commercial 
(GR Ah eb ee seh, Mie cathe 8 Nee IR Toe LENE, RIE IE AN ES 164, 265 
Christmas club 27, 33 


Number of loan accounts: 


Ce Seber cpvtindrunthbignnFusian or rtas om aciawaneetuovanh Ataris bathe nes 18, 648 
ee be aE ee er ee 14, OST 
IE I tc oe ek ol ok 05 iaccle eins aorquibiinssis mconansipeaibenten saseaaemeh 67, 138 


tg REL DOR BL ae oe ee en eee Se LER a) Oe 99, 868 


BANCOHIO CORP. POLICY 


The incorporators of BancOhio were men born and reared in Ohio with many 
prior years of commercial banking study and experience. They witnessed the 
growing complexities in banking business in the 1920’s and the technical prob- 
lems involved in meeting the tremendous increase in demand and need for 
banking service by the general public, whereunder traditional banking proce- 
dures and facilities were becoming outmoded. Furthermore, progressively in 
the later twenties, the growth in bank credit, loans and deposits, indicated that 
additional bank capital requirements should not be ignored. 

With this background BancOhio was incorporated in September 1929, the 
shareholders in two commercial banks, one a national bank and one a State 
bank, having exchanged their shares for shares in the holding company: The 
initial purpose of the holding company was to provide specialized banking serv- 
ices for its bank affiliates and the opportunity for diversification of bank owner- 
ship and investment through exchanges of stock by the shareholders of other 
commercial banks. 

The welfare of this enterprise was dependent upon the extension of needed 
and improved banking service to the general public in the communities served 
by the affiliated banks. Therefore, the holding company developed and trained 
departments within its own staff: (1) To provide statistical and analytical data 
necessary in the supervision of bank investment security portfolios; (2) To 
study accounting and bookkeeping equipment and systems with a view to the 
selection of the most appropriate modern methods to be recommended; (3) To 
interpret new banking regulations, legal developments and Federal governmental 
agency regulations in conjunction with insured or partially guaranteed loans; 
(4) To prepare tax and miscellaneous official returns for the affiliated banks: 
(5) To study and recommend simplifications in accounting forms and other 
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miscellaneous inventory supply items required in the banking business; (6) To 
provide such engineering and design services as might be needed in respect of 
additions, remodeling or improvement in physical facilities. 

The objective in view was to assure the maximum possible concentration by 
the directors and officers of the affiliated banks of their energies on behalf of 
their communities and banking public with a minimum of distraction due to 
technical responsibility. Thus it was believed that specialized services could be 
made available to smaller banking institutions which otherwise might experience 
great difficulties and distractions from their primary duties in their attempt to 
meet these growing problems. 

These objectives met with the approval of the managements and shareholders 
of other banks in addition to the first two affiliates. As as consequence, 15 of the 
present 21 affiliates joined BancOhio through an exchange of shares and the 
‘large majority of such shareholders have retained their shares, evidencing their 
continued interest in the enterprise. BancOhio’s policy is to avoid any affiliations 
where either the management or any appreciable minority of shareholders of 
the independent bank is unfavorable to the move. As a consequence, minority 
shareholders’ interests in the affiliated banks, exclusive of directors’ qualify- 
ing shares, is in the aggregate less than 1 percent and at the original date of 
affiliation such individual minority interest has not exceeded 20 percent. 

Only 3 of the present affiliates were acquired wholly for cash and 3 of the pres- 
ent affiliates were originally chartered and capitalized by BancOhio Corp. 

Beginning in 1929 and subsequently, in consideration of additional bank capi- 
tal requirements and for other corporate purposes, BancOhio obtained a total 
of $7,112,000 cash through the sale of additional capital shares. In the early 
thirties, and subsequently, the corporation strengthened the capital position of 14 
affiliates by contributing a total of $5,160,000 cash to their capital accounts. No 
such constructions were deemed necessary in the case of the other seven affiliates. 
From the investors’ standpoint the case for distribution of capital risk was 
thereby demonstrated. 

There has never been any loss to the depositors through the closing or re- 
organization of any affiliated bank nor did any such affiliate require capital as- 
sistance from a governmental agency. Thus the communities served have received 
complete continuity of banking service. Furthemore, BancOhio Corp. has never 
borrowed any money from any affiliate nor in any other manner. 

The holding company has been regularly examined by agents of the Federal 
Reserve Board and has consulted with the Federal Reserve Bank, and the comp- 
troller of the currency or the superintendent of banks of the State of Ohio, 
whichever supervisory authority was appropriate, in respect of any newly 
proposed affiliation. 


THE SPENCE BILL (H. R. 2674) 


Existing law and regulations as applied to bank holding companies have, in 
our opinion, proved adequate in meeting any real problems in the field of banking. 
In our experience, we know of no case where supervisory authorities have had 
cause for criticism of the results of affiliation. Statements of supervisory author- 
ities before this committee provide ample evidence of a lack of criticism of the 
operations of bank holding companies. 

Sections of the proposed Spence bill (H. R. 2674) dealing with operations in 
more than one State and with nonbanking affiliates do not directly concern 
BancOhio Corp. and a discussion of these provisions will be left to those more 
informed and directly concerned. Therefore, our comments are limited to only 
a few provisions of the proposed bank holding company act. 

The provisions of section 5 (B) granting veto power to the Comptroller of 
the Currency and to the State supervisory authorities in the 48 States, would 
make impossible an objective administration of the act by the Federal Reserve 
Board. Proponents of this legislation have consistently confused holding com- 
pany operations with branch banking, and under section 5 (C) (I) seek to limit 
holding company affiliation to bounds established by each State for branch oper- 
ations. Further, section 5 (C) (II) seeks to reverse the long established Ameri- 
can principle permitting freedom of enterprise except in cases of expressed statu- 
tory prohibition by requiring affirmative authority by a State before the Board 
Inany consider new affiliations. Such a provision would deny to the small inde- 
pendent bank desiring to avail itself of the special banking services available 
through affiliation, the right to enter such affiliation unless the legislature of the 
State had expressly authorized bank holding companies by affirmative action. 
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Any such bank would not have this opportunity of improving its services to the 
public 

We further believe the committee should consider the practicality of incor- 
porating into the bill a provision wherein prior approval of the Board will not be 
required for the acquisition by the holding company of outstanding minority 
shares of an existing affiliate. Otherwise there might be a serious injustice to 
minority shareholders through limitation of the potential market for their shares. 

Attached hereto is an exhibit showing the capital, surplus, undivided profits 
and reserves, and the amount and percent of the capital stock of the affiliate 
owned by the parent company in each of the 21 affiliated banks as of December 
31, 1954. 


Bancohio Corp. affiliates (all operations are within the State of Ohio), Columbus, 
Ohio, Dee. 31, 1954 


Titel 6 oh i ny we stock owned 
Location and name of bank sets (near- | Capital Surnius t ndivided by holding company 
. , x plus profits and - . we 
est hundred stock reserves 
thousand) 4 


Amount | Percent 


National banks 


Ca‘iz, First National $6.7 | $290, 000 $200, 000 $86, 634 $193, 000 96. 50 
Chillic tthe, First Natiynal.-- 16.7 30, 000 509, 000 368, 050 290, 000 96. 67 
Circleville, Sec »nd Nati»nal__. 3.6 125, 000 125, 000 148, 747 112, 000 89. 60 
Columbns, Ohi) National__ 373. 4 |4,090,000 | 10,000,000 | 6, 285, 844 3,988,800 | 99.72 
Coashocton, First National 15.7 390, 000 500, 000 283, 878 289, 000 96. 33 
Delaware, First National 12.7 150, 000 390, 000 373, 738 139, 000 92. 67 
Lancas‘er, Hocking Valley Na- 
tivnal 12.6 150, 000 350, 000 252, 280 141, 000 94. 00 
London, First National 6.6 100, 000 200, 000 229, 947 93, 000 93. 00 
Marysville, First National 6.6 75, 000 150, 000 256, 828 68, 000 00. 67 
Newark, First National 19.6 390, 000 900, 000 432, 372 285, 000 95.00 
Portsmonth, National Bank of 
Portsmouth __.. 13.5 200, 000 400, 000 399, 342 191,120 | 95.56 
Springfield, First National. 31.7 1,000,000 | 1,000,000 749, 663 989,000 | 98.90 
Tiffin, First National 8.0 200,000 200, 000 242, 414 192,000 | 96.00 
Washington C. H., First Na- } 
tional. } 8.2 100, 000 200, 000 232, 528 93,000 | 93.00 
Wilmington, First National_____| 6.1 | 100000 200,000} 234, 051 88,500} 88.50 
Zanesville, Citizens National. __ 18.3 400. 000 500, 000 | 399, 979 392, 900 98. 23 
State member banks: | | 
Login, Farmers & Merchants.__| 7.3) 100,000 200, 000 160, 345 | 96,000 | 96.00 
Mount Vernon, Knox County 
Savings. 9.1 150, 000 350, 000 230, 345 146, 000 97. 33 
North Lexington Perry County | 
Bank | 75, 000 75, 000 55, 306 71, 500 95. 33 
State nonmember banks | 
Whi ehall, Ohio State Bank__. 6.4 | 100,000 56, 720 144, 683 96,500 | 96. 50 
Worthington, Worthington Sav- | 
ings... . 7.7 75, 000 225, 000 76, 928 71, 500 95. 33 
etriniatmiechentataate 


STATEMENT OF Mitts B. LANE, JR., PRESIDENT, THE CITIZENS & SOUTHERN 
NATIONAL BANK: VICE PRESIDENT, THE CITIZENS & SOUTHERN Ho.3pine Co., 
Re Bank HoOLpine COMPANY LEGISLATION 


The Citizens & Southern National Bank is a branch bank with its head 
office in Savannah and with branches in five other Georgia cities. The Citizens 
& Southern Holding Co. was organized in 1928. Its entire stock is trusteed for 
the benefit of shareholders of the Citizens & Southern National Bank. The hold- 
ing company owns the majority stoek in 8 State banks in Georgia, all bearing the 
name Citizens & Southern; and a small minority interest in the Citizens & South- 
ern National Bank of South Carolina, itself a branch bank with head office in 
Charleston and branches in 2 other South Carolina cities. 

Statewide branch banking is no longer permitted in Georgia, it having been 
frozen in 1927 after the failure of the Witham chain of banks which were mis- 
takenly thought of as branch banking. Let me recount briefly the history of 
our holding company, appraise its place in Georgia banking, and make a few 
general observations. 

In 1928 the city of Dublin, Ga., was without a bank—every one had failed. 
Citizens of Dublin came to my father and told him that there was neither local 
capital nor management that people had confidence in to provide a bank. A 
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bank was badly needed. Would he give them one? Even before the holding 
company could be formed and a chartered bank capitalized, he opened a private 
bank in the interests of the city. 

In 1928 also, banking interests in Charleston, 8. C., asked us to come in and 
help with a difficult situation. This we did. After the bank holiday, Spartan- 
burg, S. C., was left without a single bank. Business men there turned to us 
to provide a branch of our Charleston bank. This we did. Two years later 
a branch was established in Columbia, the State capital, as an essential to 
complete a bank giving statewide service to business and to independent cor 
respondent banks. 

In 1929, almost the same story was repeated in three other Georgia cities, 
Albany, Thomaston and LaGrange. Our holding company only went where it 
was invited and where our capital and management could combine with local 
interests to protect banking. 

During the depression years it was the capital of the holding company which 
was available to bolster by stock assessments the capital of banks in Albany, 
Thomaston and Charleston. Had the holding company not accepted the invita 
tion to acqiure these banks in the interests of those communities, and had it 
not had the capital and capacity to operate them, they would surely have failed 
as independent banks. 

Subsequent to 1929 it was not until after World War II that the Citizens & 
Southern Holding Co. acquired any banks as affiliates, although in five separate 
cases in Georgia cities it did assist in the chatering and organization of nes 
banks by subscribing to a part of the capital stock. In each case the holding 
company has resold its small holdings to local management and citizens. The 
holding company provided a valuable service in each case. 

In Atlanta, after the war, four banks have been acquired. In 


ded 


o cases the 
banks were under severe pressure from supervisory authority and in 1 case 
the 2 top officers were under Federal indictment. 

In each instance bad practices had to be corrected and almost drastic steps 


taken. In one case growth has required additional capital! 
capital could hold deposit insurance. 

Only one new bank has been organized with supervisory approval and tha 
bank was designed as a working laboratory of banking to serve as an adjunct to 
the School of Business Administration of Emory University. Its purpose is to 
make a direct contribution to business education as a workshop of banking 

Such is our history. Holding company banking has never been under criticism 
or attack in either Georgia or South Carolina and South Carolina is not only 
another State but lies in a different Federal Reserve district 

My father used to say that if you were in the mercantile 
your competitors weak, but if you were in the banking business, you had to hav« 
strong competition. Our holding company has provided strong unit banks wit] 
dominant local interests. Where we were once the only bank in 4 cities, eac! 
now has 2 or more banks. Because of our success, these new competitor banks 
are themselves strong and provide way-above-average bank service 

Our holding company has been a valuable asset to our State and to banking 
This is best attested by the fact that more independent banks in Georgia 
as correspondent bank than they do either of the other three 
Atlanta. 

My father founded the Georgia Bankers Associatio1 I 
exactly 50 years later. Georgia banking styles have produced a well-rounded 
harmony among banks. Banking monopoly or domination would be 
impossibility in Georgia even without controlling legislation. 

Looking at banking as a whole in this country, it’s revealing to realize 
of over 14,000 banks, only 139 have capital and surplus above $10 mi illiot 
ing in numbers is essentially small business. Its greatest needs are adeq 
capital and competence of management. Banking now approaches the 
ments of a profession: not everyone can become a banker overnight as was th: 
case when we had twice the number of banks. Today overchartering é 
banks can once again pose a serious problem for all of us 

I submit to you these conclusions: 

(a) Holding company banking has been an American asset 

(b) Normal growth cannot monopolize, either on 
basis. 

(c) Natural forces will control future growth in the 
banks. 
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(d) Supervisory authorities have already adequate control over the chartering 
of new banks. 

(e) The essence of all banking rests in confidence. Banking confidence hinges 
on capital, management, financial service. These produce public acceptance and 
a successful business operation. Any bank, be it independent, a branch, or a 
holding company unit, that does not of itself meet these qualitications, will never 
be a vital factor in American banking. The presence of these qualities in holding 
company banking has served only to improve the quality of all banking. I can 
speak with assurance for Georgia ; I know of nothing to the contrary elsewhere. 


STATEMENT BY BayarRD F.. Pore, CHAIRMAN OF THE BOARD OF MARINE MIDLAND 
Corp. REGARDING BANK HOLDING COMPANY LEGISLATION AND H. R, 2674 


The Marine Midland Corp., a bank holding company, has been in operation 
since 1929 and, since 1933, under the supervisory jurisdiction created by the 
Banking Act of that year. 

After briefly commenting on additional legislation with respect to bank hold- 
ing companies, we will summarize for you the operations, policies, and processes 
of Marine Midland Corp. Performance and practice over 25 years in this field 
may be helpful to the committee’s present consideration of some phases of this 
subject. 

POSITION ON LEGISLATION 


Representing Marine Midland Corp., I filed a statement in June 1954 at the 
hearings on bank holding company legislation before the Senate Banking and 
Currency Committee, and was a party to the joint statement made at the time 
by 14 of the principal bank holding companies and appearing on pages 143-146 
of part II of the printed record of those hearings. I mention this for the reason 
that the substance of the views then expressed are still held by the Marine Mid- 
land Corp. 

The most important elements of this subject now under consideration are (1) 
the definition of a bank holding company, (2) the divorcement from bank holding 
company ownership of businesses unrelated to banking, and (3) bank holding 
company expansion. 

As you will see from the policies which govern the operation of this corpo- 
ration since its inception, we are not directly concerned with Nos. (1) and (2). 
You have testimony from the Board of Governors of the Federal Reserve System 
and the Comptroller of the Currency and many others on these two subjects, and 
we shall devote ourselves to comments on the subject of bank holding company 
expansion. 

EXPANSION 


The general approach of H. R. 2674, in treating groups of separate banks 
owned by a holding company as similar to a bank branch system, is fallacious 
and unjustified. All authorities have testified against it. No evidence whatever 
has been offered to support it. If any holding company systems are in fact oper- 
ated as branch system, they would be in violation of Federal and State branch 
banking laws. That would be a matter for the Attorney General or district 
attorney action. No additional legislation is needed to correct a condition that 
doesn’t exist. Banks owned by holding companies are subject to exactly the 
same laws as other commercial banks. Bank holding companies are subject to 
the laws enacted in Banking Acts of 1933-35. 

It is suggested in the current bill before you that the application of a bank 
holding company to the Federal Reserve Board or the Controller of the Currency 
to purchase an additional bank be subject to the veto power of the superintendent 
of banks of the State which is the habitat of the bank to be purchased. State 
laws, or the lack of them on the subject of bank holding companies are as varied 
as there are States. The legislation under consideration, in order to afford proper 
supervision and orderliness, must be under the supervision of agencies national 
in scope. To have the State banking departments the controlling factor in 
expansion would transcend national banking laws now in existence and lead to 
confusion compounded by 48 States. 

The control of the expansion of bank holding companies under existing laws 
is in the hands of the supervisory agencies, national in character, and the present 
law sets up certain standards and criteria which these agencies must weigh in 
considering a bank holding company application to acquire an additional bank. 
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The present standards and the present performance of these national agencies 
in the expansion or in restricting expansion of bank holding company systems 
has been and is sound. 

We suggest that, in addition to the present standards governing the granting 
of an application to buy a bank, the following should be taken into consideration 
“and whether the effect of such acquisition may be substantially to lessen com- 
petition or to tend to create a monopoly.” This is the wording of the Clayton 
Act, in the application of which in the field of banking the Board of Governors 
of the Federal Reserve System is given exclusive jurisdiction. 

This country has grown great on competition. As long as there is competi- 
tion, the public will be served. This language of the Clayton Act has had 40 years 
of interpretation in its: application to general business. We see no reason to 
attempt to modify or vary the phrasing to avoid monopolistic trends. 

We believe the control of the expansion of bank holding companies is amply 
provided for in present law and in the power and responsibility of the Board of 
xyovernors of the Federal Reserve System to administer the Clayton Act in the 
interests of maintaining competition and avoiding monopoly. 


BUSINESS AND HISTORY OF THE CORPORATION 


Marine Midland Corp. is a bank holding company organized in Delaware in 
1929, qualified to do business in New York State, and having its principal office 
in Buffalo, N. Y. 

It is in the business of owning the stocks of banks, and supplying capital and 
services to these banks. It has no other business, and no interest in any business 
except banking. It has no investments except bank stocks, cash, and United 
States Government obligations, the stock of a former service company for the 
banks which purchases installment paper for them and stock of a former affiliate 
which is now being liquidated. 

Bank holding companies were recognized and regulated by Federal legislation 
in 1933 and 1935. Marine Midland Corp. has always operated in accordance 
with these laws, which require that it must secure permission from the Board 
of Governors of the Federal Reserve System to vote the stock in the member 
banks that it owns. It holds official voting permits in all necessary cases. 

It owns in the aggregate an average of 98 percent of the stock of 10 banks. 


All do business in the one State of New York. Two are national banks and eight 
are State institutions. All but one are members of the Federal Reserve System. 
All are members of the Federal Deposit Insurance Corporation. They are: 





: Date | Potal assets 
Name founded | Dee. 31, 1954 
| 





The Marine Trust Co. of Western New York__........-..----.-- 1850 
The Marine Midland Trust Co. of New York__________-- : 1902 
Genesee Valley Union Trust Co EF i edis asc uk os abo. s 1853 
Marine Midland Trust Co. of Southern New York__......_........--------.-- 1853 
Marine Midland Trust Co. of Central New York..............-.....-_-----.-- 1864 
First Bank & Trust Co. of Utica 1812 
The Northern New York Trust Co--- 1839 


$652, 076, 000 
480, 721, 000 
189, 581, 000 
118, 859, 000 
111, 722, 000 

63, 553, 000 

55, 894, 000 

The Manufacturers National Bank of Troy__---- a 1852 46, 665, 000 

Chautauqua National Bank & Trust Co. of Jamestown---__.__-_.-.--.-------- 1831 36, 223, 000 

Nyack Bank & Trust Co a 18, 887, 000 





| 1,774, 181, 000 
} 





Their aggregate deposits were $1,625,770,000. at December 31, 1954. 

At the end of the third quarter of 1954, they had 3.08 percent of the aggregate 
deposits of all operating banks in the State of New York; they constituted 1.42 
percent of the total number of operating banks in the State of New York; and 
operated 136 banking offices which represent 7.64 percent of the total number of 
banking offices in the State. 

Each bank is an outstanding local institution in its community or region, and 
each bank is autonomous with a majority of local directors, advisory board mem- 
bers, and officers familiar with local conditions, upon whom rests the responsibil- 
ity of successful operation, in fact as well as inlaw. The directors of the banks, 
and the members of the advisory boards on whom many local responsibilities rest, 
are leading citizens of their communities, leaders of business who do their very 
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best to see to it that these institutions serve their communities adequately and 
are well staffed and managed. 

The corporation itself had 54 officers and employees, compared with 4,705 for 
the banks at the year-end. Included in both figures are 13 employed both by 
the corporation and a bank. 

The function of the corporation is not in any sense to engage in the banking 
business (which it could not do under the laws of New York) but is: 

1. To select and maintain a high caliber of direction and management in the 
banks. 

2. To supply capital to the banks when needed. $11 million was raised by the 
corporation in 1951 by an issue of convertible preferred stock and $20 million 
additional recently with the result that more than $25 million has been invested 
by the corporation in bank capital since that date. 

3. To see that all helpful service springing from common ownership is available 
to the banks. 

The services made available by the corporation, on an advisory basis, are 
changed from time to time in accordance with the need. They are services as to 
which a higher standard for all the banks is offered at a lower cost than any 
single bank could afford if independently owned. 

The corporation maintains an investment department which suggests general 
policies and makes recommendations concerning bank investments, subject to 
the decision of each bank’s board of directors. A separate securities research 
and investment advisory department is maintained in New York City to make 
recommendations concerning securities for trusts and investment management. 
A central organization on consumer credit does the work necessary to permit 
each bank to meet national competition in this line. The corporation’s treasury 
department has provided a standard accounting system for all the banks, pre- 
pares the tax returns and sees them through, and handles insurance, blanket 
bonds, ete., for the whole system. Uniform systems of pension, group life insur- 
ance, hospitalization insurance, etc. are maintained. The cost of all these 
services is apportioned among the banks. There is no central credit depart- 
ment, and loan applications are not referred to the corporation in any way. 
The presidents of the banks and senior officers of the corporation meet regularly 
as an advisory board to discuss problems of common interest. Technical repre- 
sentatives of each bank meet regularly in committees concerning trusts, invest- 
ments, mortgages, auditing, operations, consumer credit, insurance, ete. for 
mutual discussion, study, and improvement of standards. Each bank in the 
group helps the others, in any way that it can, to get additional banking business. 

Essentially and fully, the final responsibility for management of each bank 

devolves upon its own senior officers and board of directors. 
_ At December 31, 1954, in addition to about 3,800,000 in each and United States 
Government obligations, the bank stocks owned by the corporation had a book 
value of approximately $118,700,000 and an asset value of considerably more 
than that. Its assets, all unincumbered, in effect constitute a strong reserve 
available for the raising of cash if needed by any of the several constituent banks 
in time of economic stress. 

This corporation is owned by approximately 23,400 stockholders, more than 
15,100 of whom are registered at addresses in the State of New York. Most of 
these 15,100 stockholders are resident in those parts of the State in which there is 
a Marine Midland bank or branch. For instance, there are 6,600 stockholders in 
western New York where the largest bank operates; 2,100 stockholders resident 
in New York City ; 600 stockholders resident in Syracuse ; 1,400 stockholders resi- 
dent in Rochester; 200 in Elmira; 400 in Troy; 200 in Binghamton; and 100 in 
Watertown; in each of these localities there is a Marine Midland bank. Owner- 
ship of Marine Midland Corp. may fairly be said to be as local as many, if not 
most, unit banks. The only difference between the resident stockholder who 
owns the stock of his bank and the resident stockholder who owns Marine Midland 
Corp. stock is that corporation’s stockholders not only have an interest in the 
local bank but their investment in banks is somewhat diversified in that they 
have an interest also in the other Marine Midland banks. : 

Marine Midland Corp. developed in New York State out of a natural grouping 
of banks to take care of the financial needs of businesses which were themselves 
merging, consolidating or integrating in one way or another. It was originally 
formed in 1923 under the leadership of the Marine Trust Co. of Buffalo (now 
western New York), the largest bank in New York State outside of New York 
City. It represented the desire to work together of some 15 banks in upper New 
York State whose stockholders turned over to the corporation substantially all 
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the stock of those banks and accepted in exchange the common stock of the cor- 
poration. From time to time between 1929 and today, other banks have desired 
to join the group and, as a result of their acquisition and various mergers within 
the group, the number of banks stands as stated above. The corporation has 
not been interested in expanding by acquisition of local banks unless the man- 
agement and directors of the local bank welcomed the affiliation. It has never 
bought a minority of the stock of a bank with a view to forcing an acquisition, and 
has no desire to do so and all of its offers have been made to all stockholders on 
a uniform basis. For contemporary statement of the reasons for the formation 
of this corporation, refer to the statement made on April 24, 1930, by George F. 
Rand, now deceased, at that time president of the corporation, at a hearing before 
the House Committee on Banking and Currency, is the series of hearings leading 
3 years later to the enactment of the Banking Act of 1933. 


COVINGTON & BURLING, 
Washington, D. C., March 9, 1955. 
Re H. R. 2674. 


Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
Washington, D.C. 

DEAR CONGRESSMAN SPENCE: The purpose of this letter is to bring to the at- 
tention of your committee certain misstatements of fact made yesterday by 
R. M. Evans, a former Governor of the Federal Reserve Board, in the course of 
his testimony yesterday attacking our client, Transamerica. Some of the more 
serious misstatements are mentioned in an attached memorandum. 

In addition, I wish to call to the attention of the committee certain background 
information relating to the Clayton Act proceedings unsuccessfully brought by 
the Board against Transamerica. Frequent reference was made to this case in 
Evans’ testimony. These additional facts throw light on the position taken by 
him before your committee. Since I acted as counsel for Transamerica in the 
proceeding, I am familiar with the situation disclosed by the record. 

It is true as Evans stated that he sat as hearing officer in these proceedings. 
However, he is not a lawyer and has had no legal training. In the course of the 
proceedings he made numerous rulings which were challenged by Transamerica 
as arbitrary, discriminatory, and contrary to law. Evans’ decisions and rulings 
as hearing officer eventually came before five members of the Board for final ad- 
ministrative action. One of these members was Evans himself. 

At the argument I expressed grave doubts that Evans should sit stating that 
he had “made up his mind on all the issues in the case and his own conduct of 
the proceedings is going to be specifically and pointedly argued to all of you” and 
pointing out that Federal judges are forbidden by statute to sit in review of 
their own decisions. Evans did not withdraw. 

When the decision was handed down by the Board, Transamerica lost by a 
vote of 3 to 2 with Evans casting the deciding vote. The fact is that Trans- 
america lost before the Federal Reserve Board because Evans sat in review of 
his own conduct and voted to uphold the determination and rulings he himself 
had made as hearing officer. 

Governor Vardaman, the only lawyer on the Board, in his dissent stated that 
he was of the opinion “* * * that the hearing officer arbitrarily and unfairly 
discriminated against Transamerica in his conduct of the proceeding and erro- 
neously excluded a substantial quantity of relevant and material evidence offered 
by Transamerica in defense of the Board’s charges.” 

Governor Powell, the only banker on the Board, after listing various categories 
of evidence excluded by Evans which had been offered by Transamerica, stated 
in his dissent that as a result of Evans’ rulings, the “proceeding has denied 
the respondent the principal means at its disposal to defend or justify its 
actions.” 

The case was, of course, appealed. In the court of appeals, very detailed 
representations were made to the court, calling attention to the arbitrary and 
discriminatory conduct of Evans as hearing officer. Since the court found that 
the entire basis upon which Evans had proceeded in the conduct of the case 
was legally erroneous and fallacious, the case was reversed on those grounds. 
The court went out of its way to note that in the event the case was reopened 
by the Board, Transamerica should have “full opportunity to introduce * * * all 
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other relevant evidence to which its application for leave was directed.” A copy 
of the opinion of the court of appeals deciding that the Board had failed to 
prove a case against Transamerica, either as to lessening of competition or 
tending to monopoly, is enclosed. 

Evans’ position was not accepted by the Circuit Court of Appeals for the Third 
Circuit (206 F. 2d 163) or the Supreme Court of the United States (Cert. denied 
346 U. S. 901) and that should have put an end to the contentions he has again 
advanced before the committee. 

You have informed me that it will not be possible for me to appear in person 
and testify. We ask in the interests of fair play that this letter and attachments 
be included in the record for the information of the committee. 

Respectfully yours, 
GERHARD A. GESELL, 
Counsel for Transamerica Corp. 


COMMENTS ON CERTAIN STATEMENTS MADE BY Mr. EVANS IN TESTIMONY BEFORE 
THE Housrt BANKING AND CURRENCY COMMITTEE ON Marcu 8, 1955, Concern- 
ING H. R. 2674 


Statement (p. 778): “During that period of time I had an opportunity tu 
listen to the witnesses who opposed the Transamerica Corp. So I think it is fair 
to say I have a pretty good picture of just what people thought of that enter- 
prise.” 

Answer: This fails to disclose a material fact. As hearing officer, Mr. Evans 
refused to listen to witnesses offered by Transamerica who were prepared to 
controvert the testimony of the witnesses he did hear. Transamerica offered 
the testimony of over 300 named witnesses—customers of the banks involved 
from all walks of life, officers of competing banks and public officials in the com- 
munities served. Evans refused to permit these witnesses to testify. 

Statement (p. 782): “The bank holding company, the Transamerica Corp., 
I think, happens to be one of the few that has companies not connected with 
banking in its setup. They use those companies for the same purposes you 
would expect them to be used—as feeders for good profitable business. They 
get their accounts, they get their loans, and in time of distress they will have 
to come to their assistance, regardless of whether they intend to at this time 
or whether they do not, because there will be no other place for that business 
to go for credit. 

“If you are in the banking business, in a territory where a manufacturing 
concern is owned and operated by the Transamerica Corp., you are not going to 
bother to let credit be available to them in hard times. You will have trouble 
enough taking care of your own customers, because you know that at any time 
their business can be taken away simply by the head office deciding to do so, 
and the head office will have to take care of them. They couldn’t afford to do 
anything else. 

“And during the testimony those facts were brought out time after time.” 

Answer: Evans’ statement that these facts appear of record in the proceeding 
is untrue. The Board did not even charge anything of this kind. No testimony 
was taken on these matters. To the extent this is a statement of Evans’ opinion, 
it is inaccurate. The existing situation was covered by Mr. Belgrano’s statement. 
There are existing laws which deal with this problem if it should arise in the case 
of any company. Statements or regulatory officials in these hearings, and in the 
hearings in the Senate, show the problem does not in fact exist. 

Statement (p. 785): “* * * as of today there is no regulation available, no 
regulating power available to the Board of Governors to stop the increase in bank 
holding company acquisitions of independent banks.” 

Statement (p. 782): “* * * the court said that we did not have the authority 
to make our position stick. So the thing is inadequate and ineffective.” 

Statement (p 786): “So the court told the banking industry, and they told the 
Congress, that the Clayton Antitrust Act * * * is not an adequate tool to accom- 
plish the result that I have an idea that Congress intended it should take care of 
in the basic legislation.” 

Answer: On the contrary, the court held specifically that banks are “within 
the purview of the Clayton Act” and that the Board had full authority to order 
divestment of any bank acquisition that substantially lessens competition or tends 
to create a monopoly. 
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The court went on to add, however, that the Board had failed to prove any 
such substantial lessening of competition or tendency to monopoly on Trans- 
america’s part. 

The passage from the court’s opinion, read by Evans, referring to Transamer- 
ica’s “tremendous concentration of banking power,” was based on the assumption 
that Transamerica controlled Bank of America. More than 85 percent of this 
so-called “concentration” was accounted for by the offices and deposits of Bank 
of America. Supervisory witnesses appearing before the committee have been 
at pains to state that there is now no connection whatsoever between Trans- 
america and Bank of America. 

Statement (p. 788) : Transamerica disassociated itself from Bank of America 
because of the Board’s efforts in the case. 

Answer: This is not a correct statement. The Federal Reserve Board filed its 
complaint in June 1948. The record shows that in 1937 Transamerica began a 
program of voluntary disposal of its Bank of America holdings by distributing 
58 percent of them to its own shareholders. Transamerica’s interest, which was 
99.6 percent in 1937, dropped steadily to 25.05 percent in 1942, 22.54 percent in 
1947, and 0 in 1952. 

Statement (p. 789) : Mr. Evans said that Transamerica “had some 20 and odd 
banks. They wanted to branch those banks into the Bank of America, and the 
Board resisted that and at that time the Comptroller of the Currency resisted it.” 

Answer: The fact is permits for all these acquisitions were issued by the Comp- 
troller of the Currency and were in force during the entire period. 


UNITED STATES COURT OF APPEALS FOR THE THIRD CIRCUIT 
No. 10,768 


Transamerica Corporation, Petitioner vy. Board of Governors of the Federal 
Reserve System, Respondent 


PETITION TO REVIEW THE ORDER OF THE BOARD OF GOVERNORS OF THE FEDERAL 
RESERVE SYSTEM 


Argued March 16, 1953 
Before Maris, GoopricH and KALopNER, Circuit Judges. 
OPINION OF THE CouRT 
(Filed July 16, 1953) 


By Maris, Circuit Judge. 

Transamerica Corporation, a corporation of Delaware, has petitioned this 
court to review an order of the Board of Governors of the Federal Reserve System 
entered against it under Section 11 of the Clayton Act to enforce compliance 
with Section 7 of the Act. The Board’s complaint was issued June 24, 1948 
charging Transamerica with having violated Section 7 in that for many years 
it and its predecessors have continuously and systematically been acquiring the 
stocks of independent commercial banks located in the five States of California, 
Oregon, Nevada, Washington and Arizona, and that the effect of such acquisitions 
may be to substantially lessen competition, restrain commerce or tend to create 
a monopoly. 

Hearings were held on the Board’s complaint before a member of the Board 
as hearing officer. The hearing officer submitted recommended findings to the 
Board to which exceptions were filed. After hearing the exceptions the Board, 
two members dissenting, on March 27, 1952, entered the order here challenged, 
finding that Transamerica’s acquisitions and ownership of the stocks of the 
various banks named in the complaint constituted a violation of section 7 of the 
Clayton Act and requiring Transamerica to divest itself of all such stocks, except 
that of Bank of America National Trust and Savings Association, within an 
overall period of two years and ninety days. 

At the outset we are confronted with a question of jurisdiction. Transamerica 
sought to have the Board’s complaint dismissed and here seeks to have it set 
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aside upon the ground that under Section 11 of the Clayton Act the only authority 
given to the Board is to enforce compliance with those sections of the Act which 
are “applicable to banks, banking associations and trust companies,” and that 
the provisions of Section 7 here sought to be enforced do not apply to sua@h 
institutions. To determine the validity of this contention we turn first to the 
language of Section 7 of the Clayton Act, which is as follows: 

“Sec. 7. That no corporation engaged in commerce shall acquire, directly or 
indirectly, the whole or any part of the stock or other share capital of another 
corporation engaged also in commerce, where the effect of such acquisition may 
be to substantially lessen competition between the corporation whose stock is so 
acquired and the corporation making the acquisition, or to restrain such com- 
merce in any section or community, or tend to create a monopoly of any line of 
commerce. 

“No corporation shall acquire, directly or indirectly, the whole or any part 
of the stock or other share capital of two or more corporations engaged in com- 
merce where the effect of such acquisition, or the use of such stock by the voting 
or granting of proxies or otherwise, may be to substantially lessen competition 
between such corporations, or any of them, whose stock or other share capital 
is so acquired, or to restrain such commerce in any section or community, or 
tend to create a monopoly of any line of commerce. 

“This section shall not apply to corporations purchasing such stock solely for 
investment and not using the same by voting or otherwise to bring about, or in 
attempting to bring about, the substantial lessening of competition. Nor shall 
anything contained in this section prevent a corporation engaged in commerce 
from causing the formation of subsidiary corporations for the actual carrying on 
of their immediate lawful business, or the natural and legitimate branches or 
extensions thereof, or from owning and holding all or a part of the stock of such 
subsidiary corporations, when the effect of such formation is not to substantially 
lessen competition. * * *”? 

It will be seen that the significant language of Section 7 is that “No corporation 
shall acquire * * * the stock * * * of two or more corporations engaged in 
commerce where the effect of such acquisition * * * may be” that denounced 
by the section. This language is so clear and unambiguous as to leave no room 
for construction.” Its sweep includes all “corporations engaged in commerce” 
without exception. The Board found, and Transamerica does not contest the 
finding that the commercial banks the stocks of which are here involved were 
engaged in interstate commerce.* Those banks must, therefore, be held to be 
within the purview of Section 7. 

Transamerica argues that Congress has not in the past regulated the banking 
business by legislation directed to corporations generally but rather by special 
banking legislation and it says that the legislative history indicates that Congress 
did not intend to depart from this practice in the Clayton Act. In particular 
Transamerica points to section 8 of the Act which deals specifically with inter- 
locking directors of banks. 

It may readily be admitted that Congress has in the past customarily dealt 
with the banking business by special legislation directed solely to that end. This 
it did under its fiscal and currency powers.* Indeed more than 100 years ago 
the Supreme Court had held that banking was not commerce.’ It is, therefore, 
doubtless true that the members of Congress in enacting section 7 of the Clayton 
Act in 1914 did not specifically contemplate that “corporations engaged in com- 
merce” would include banks. We find nothing in the legislative history, how- 
ever, to indicate that Congress did not intend by section 7 to exercise its power 
under the commerce clause of the Constitution to the fullest extent. The avowed 
purpose of the Clayton Act was to supplement the Sherman Act by arresting in 
their incipiency those acts and practices which might ripen into a violation of 
the latter act. Since the general language of the Sherman Act was designed by 
Congress “to go to the utmost extent of its Constitutional power in restraining 


138 Stat. 730, 731-732, 15 U. S. C. (1946 Ed.) § 18. Section 7 was amended in 1950 
(64 Stat. 1125). The amendment is prospective only. The proceedings here in question 
were conducted and the order under review was entered under Section 7 as it existed prior 
to the amendment. 

2 Lewis v. United States (1875, 92 U. S. 618, 621); Standard Co. v. Magrane-Houston 
Co. (1922, 258 U. S. 346, 356). 

’ This finding was clearly correct. National Labor Relations Board v. Bank of America, 
ete. (9 Cir. 1942. 1380 F. 2d 624, 626, cert. den., 318 U. S. 791, 792); United States v. 
South-Fastern Underwriters Association (1944. 822 U. 8. 538). 

4 McCulloch v. Maryland (1819, 17 U. S. 316): Osborn v. Bank of United States (1824, 
22 U. S. 738) : Farmers’ and Merchanics’ National Bank y. Dearing (1875, 91 U. S. 29). 

5 Nathan v. Louisiana (1850, 49 U. S. 73). 
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trust and monopoly agreements”* the supplementary general language of the 
Clayton Act was undoubtedly intended to have the same all-inclusive scope. 

We turn then to the merits of the case. The Transamerica group had its 
origin in 1904 when A. P. Giannini organized the Bank of Italy (now Bank of 
America National Trust and Savings Association) with headquarters in San 
Francisco. This bank is said to be the largest bank in the world, due princi- 
pally to the fact that more than 550 independent banks and branches in the 
State of California have been acquired and either converted into branches of 
Bank of America or merged or consolidated with it. Until 1917 these acquisi- 
tions were made by individual officers of the bank, who pledged their personal 
credit when stock of an independent bank was being purchased. In that year 
Stockholders Auxiliary Corporation, a Transamerica predecessor, was organized 
and this company thereupon acted as purchaser of independent banks in Cali- 
fornia destined for inclusion within the Bank of America system. 

In 1918 another corporation, Bancitaly Corporation, was organized by A. P. 
Giannini, the largest stockholder of which was Stockholders Auxiliary Corpora- 
tion. This company acquired the stocks of various banks located in New York 
City and certain foreign countries. Later on it also acquired stock interests 
in California banks. In 1924 still another corporation was formed called 
Americommercial Corporation and it, too, acquired controlling stock interests 
in California banks. In 1928 Transamerica Corporation, the petitioner here, 
was organized to take over stock control of Bank of America and its affiliated 
companies. Since that time Transamerica has acted as purchaser of independent 
banks in California for Bank of America. 

In 1930 Transamerica acquired The First National Bank of Portland, Oregon, 
which has since become the principal Transamerica branch banking system in 
that state. In 19384 it acquired the First National Bank in Reno, Nevada, the 
name of which has subsequently been changed to First National Bank of Nevada. 
In 1936 it acquired the National Bank of Tacoma, Washington the name of 
which was later changed to National Bank of Washington. In 1937 it acquired 
the First National Bank of Arizona at Phoenix, the Phoenix National Bank 
and the Phoenix Savings Bank & Trust Company (the latter being an affiliate 
of the Phoenix National Bank). The Phoenix National Bank and the First 
National Bank of Arizona at Phoenix were later consolidated as the First 
National Bank of Arizona. Numerous subsequent acquisitions of independent 
banks were made by Transamerica in these four states, most of which have been 
converted into branches of the banks just mentioned. 

Commencing in 19387 Transamerica, which then held substantially all the 
stock of Bank of America, began a program of voluntary disposal of these 
holdings. In that year it distributed 58 percent of this stock to its own share- 
holders. By 1948 Transamerica’s holdings of Bank of America stock had been 
reduced to 22.88 percent and by 1951 to 7.66 percent. On October 20, 1952 the 
last of the stock was disposed of so that today Transamerica has no stock interest 
whatever in Bank of America. Also upon the death of L. M. Giannini on August 
19, 1952 the two corporations ceased to have any director in common.’ The 
Board, nonetheless, in its findings of fact included Bank of America in the Trans- 
america banking group, along with 47 majority owned banks which Transamerica 
had acquired in the five states, since it regarded Transamerica as still exercis- 
ing effective control over Bank of America in spite of its then comparatively 
small stock interest. The Board did not include Citizens National Trust and 
Savings Bank of Los Angeles, in which Transamerica also has a minority stock 
interest, however, since it did not find that Transamerica exercises control over 
that bank. 

The Board's findings of fact set forth the growth, by years, in banking offices, 
deposits and loans of the Transamerica banking group. This growth has been 
steady. The Transamerica group controls approximately 645 or 41 percent of all 
commercial banking offices in the five-state area. In addition the Transamerica 
groups holds approximately 39 percent of all commerical bank deposits and ap- 
proximately 50 percent of all commercial bank loans in the five-state area.® On 
the basis of such overall figures as these and without any findings as to the com- 
petitive effect of Transamerica’s bank acquisitions in the communities in which 
the banks operate the Board reached its conclusion that the acquisitions violated 


® United States v. South-Eastern Underwriters Association (1944, 322 U. S. 533, 558). 

7 These events of 1952 do not appear in the record but Transamerica has asked leave to 
introduce evidence establishing them and the Board concedes that they have occurred. 
Brief for respondent, p. 66. 

8If the business of Bank of America were excluded, these percentages, according to 
Transamerica’s Exhibit 271, would be only 7 percent of deposits and 6.5 percent of loans. 
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section 7 of the Clayton Act and accordingly called for the order of divestment 
here under review. 

It will be recalled that Section 7 makes unlawful the acquisition of the stock 
of two or more corporations engaged in interstate commerce where its effect 
“may be to substantially lessen competition between such corporations, or any 
of them, whose stock or other share capital is so acquired, . . . or tend to create 
a monopoly of any line of commerce.” The contention of Transamerica is that 
the Board’s findings wholly fail to furnish support to the conclusion that the 
effect of Transamerica’s acquisitions of bank stocks may be to substantially 
lessened competition between the acquired banks or that those acquisitions may 
tend to create a monopoly in the banking business. 

We think that Transamerica’s contention with respect to substantial lessening 
of competition must be sustained. The ban imposed by Section 7 in this regard 
is solely against stock acquisitions which may have the effect of substantially 
lessening competition between the companies acquired. The application of this 
clause obviously requires a preliminary determination of the area of effective 
competition between the companies involved before the question of competition 
between them may be considered. The Board has made such a determination 
in this case, finding that the business of commercial banks is largely local and 
confined to the communities in which they operate and in which customers may 
conveniently visit them. The Board made this finding in subparagraph (f) of 
Paragraph Seven of its findings of fact, as follows: 

“Because of the frequency of need for access to one or more of the services of 
commercial banks, such banks draw their business largely from areas within 
which customers may conveniently visit the banks as occasion may require. 
Thus, in this aspect of their customer relations, commercial banks are largely 
local, and for the usually needed customer services a distant bank cannot ade- 
quately serve a customer. Very large concerns with national credit standing 
have access to credit from banks in many parts of the country and may also 
maintain accounts in widely scattered banks. This does not apply, however, to 
the great multitude of the customers of commercial banks. The smaller con- 
cerns, local business enterprises, and ordinary citizens must depend upon their 
local commercial bank or banks for the financial services peculiar to such banks; 
for -all these customers there is no alternative or substitute, because distantly 
located banks do not serve or supply their needs.” 

Likewise it must appear that substantial competition exists between the 
acquired companies which may be subject to substantial lessening as the result 
of their acquisition by a common owner.’ In the present case the Board has made 
no findings with respect to either present or possible future competition between 
the individual acquired banks in the communities in which they operate. Indeed, 
it rejected evidence on this subject offered by Transamerica. Moreover, as to 
38 of the acquired banks there could hardly be a finding of such competition since 
none of them is located in the same community as any other acquired bank. 
While the remaining 10 banks are not eliminated by the geographic test the mere 
showing of common ownership will not support an inferential finding that com- 
petition between them exists and may be lessened.” 

The Board’s ultimate finding on this score was “that the effect of its [Trans- 
america] holding and use of such stocks may be to substantially lessen competi- 
tion and restrain commerce in commercial banking in the States of California, 
Oregon, Nevada, Arizona, and Washington.” This finding is deficient in two 
respects. It is not directed to competition between the acquired banks, the only 
competition with which Section 7 is concerned. And it sets up a five-state area 
of competition for which there is no support in the evidence and which is incon- 
sistent with its own specific finding on this point to which we have already 
referred. So far as concerns the portion of this finding that the effect of these 
stock acquisitions may be to restrain commerce in commercial banking in the 
five-state area it is sufficient to say that the Board did not refer to it in this 
court either in its brief or in oral argument and evidently does not rely upon it. 

We turn then to the consideration of the Board’s conclusion that Trans- 
america’s bank stock acquisitions violate Section 7 of the Clayton Act because 
they may tend to create a monopoly in the commercial banking business in the 
five-state area. The Board states its theory thus: Because of governmental 


® International Shoe Co. Federal Trade Commission (1930, 280 U. S. 291, 398) ; Fed- 
eral ye ng Commission RA Thatcher Mfg. Co. (3 Cir. 1925, 5 F. 2d 615, 622, aff. in’ part, 
272 U. 8S. 554, 560); V. Vivaudou, Inc. v. Federal Trade Prd ts om (2 Cir. 1931, 54 
F. 2d 278). Compare United States v. Columbia Steel Co. (1948, 334 U. 8. 495, 527). 

10 Temple Anthracite Coal Co. vy. Federal Trade Commission (3 Cir. 1931, 51 F. 2d 656) ; 
Pennsylvania R. Co. vy. Interstate Commerce Commission (3 Cir. 1933, 66 F. 2d 37). 
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restrictions there are only a limited number of commercial banking offices serv- 
ing the public in any designated area. Principally as a result of hundreds of 
acquisitions of independent banks one small banking institution organized in 
San Francisco in 1904 has been built into a vast integrated network of 645 banks 
and branches now located over a five-state area. These offices represent 40.9 
percent of all commercial banking offices in that area, and they hold 38.8 per- 
cent of all deposits and 49.9 percent of all commercial loans therein. Despite 
the tremendous growth of population and economic activity in that area in 
recent years, the total number of all banking offices therein has decreased since 
Transamerica was organized in 1928, while the number of banking offices in the 
Transamerica group has increased during that time. By every applicable stand- 
ard in assessing the economic power of an integrated group of banks, that of 
the Transamerica group has been always on the increase. Furthermore, Trans- 
america is constantly seeking to acquire additional banks and, unless restrained, 
intends to do so. Because the Transamerica acquisitions have systematically and 
continuously eliminated competition over the years, and because its total of con- 
trolled banking offices has been steadily increasing as a result of such acquisi- 
tions, thus demonstrating a patent, not to say inexorable, movement in the direc- 
tion of monopoly, the Board concludes that the cumulative effect of such acquisi- 
tions may be to create a monopoly within the five-state area. 

It will be seen that the Board paints with an exceedingly broad brush. By 
cumulating the acquisition of banks by Transamerica throughout the five-state 
area and including Bank of America (in which Transamerica no longer has any 
stock interest) the Board shows the growth of a banking group which, it asserts, 
is moving toward a monopoly in banking in the five states. We agree that this 
quantitative analysis discloses a tremendous concentration of banking capital, 
and thereby of economic power, in the hands of the Transamerica group which 
may be unwise and against sound public policy. It may well be in the public 
interest to curb the growth of this banking collossus by appropriate legislative 
or administrative action. This, however, is not for us to decide. Our only ques- 
tion is whether the theory upon which the Board based its decision meets the 
legal tests which are required under section 7 of the Clayton Act to determine 
whether Transamerica’s bank stock acquisitions tend to create a monopoly of 
commercial banking. We are compelled to agree with Transamerica that it 
does not do so. 

A monopoly involves the power to raise prices or to exclude competition when 
the monopolist desires to do so.“ Obviously, under section 7 it was not neces- 
sary for the Board to find that Transamerica has actually achieved monopoly 
power but merely that the stock acquisitions under attack have brought it meas- 
urably closer to that end. For it is the purpose of the Clayton Act to nip monop- 
oly in the bud. Since by definition monopoly involves the power to eliminate 
competition a lessening of competition is clearly relevant in the determination 
of the existence of a tendency to monopolize. Accordingly in order to determine 
the existence of a tendency to monopoly in the commercial banking or any other 
line of business the area or areas of existing effective competition in which mo- 
nopoly power might be exercised must first be determined. ‘he Board in this case 
apparently regards that area as comprising the five States of California, Oregon, 
Nevada, Arizona and Washington. This, however, is inconsistent with the 
Board’s own findings that the local community in which a commercial bank is 
located is its area of competition. Moreover it is a mere assumption by the Board 
wholly unsupported by evidence. No valid reason is shown for taking five states 
rather than one, the seven included in the federal reserve district or all 48. The 
Board’s conclusion of a tendency to monopoly in the five-state area, therefore, 
fails for want of a supporting finding that the five states constitute a single area 
of effective competition among commercial banks and flies in the face of its own 
finding that the local community is the true competitive banking area. 

We, of course, do not hold that no tendency to monopoly by Transamerica in 
commercial banking could be shown in any of the competitive areas in which its 
acquired banks operate. It may well be that in some of these areas Transamerica 
through the acquisition of banks has brought about a substantial lessening in 
competition and in that and other ways has moved measurably toward monopoly 
power in those particular areas. The Board has made no such findings, how- 
ever, nor has it made appropriate supporting findings as to the factors which 
an analysis of the market would disclose to be relevant to the determination of 


1 American Tobacco Co. v. U. 8. (1946, 328 U. S. 781, 811). 
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these questions. It has been held that such findings are necessary under sec- 
tion 7.” 

The Board does not deny that the cases which have been decided under section 
7 have interpreted and applied that section as we do here. But it asserts that 
these cases have all been overruled by the opinion of the Supreme Court in Stand- 
ard Oil Co. vy. United States (1949, 337 U. S. 293), in which section 3 of the 
Clayton Act was held violated upon the mere showing that by the use of the ex- 
clusive dealing contracts there involved competition had been foreclosed in a 
substantial share of the line of commerce affected. We do not think that the 
Standard Oil case has any such effect. Section 3 of the Clayton Act deals with 
exclusive dealing contracts, not with stock acquisitions. The use of exclusive 
dealing contracts per se lessens competition, however, so that the fact of lessening 
need not be proved. For one who agrees to purchase all his requirements from 
a single seller is legally barred from purchasing them from anyone else and is 
consequently eliminated entirely from the competitive market. In order to 
establish a substantial lessening of competition in such a case, therefore, it is 
only necessary in addition to prove that the sales covered by the exclusive dealing 
contracts amount to a substantial portion of the total involved in the competitive 
market area.” This is precisely what was held in the Standard Oil case. 

The situation with respect to corporate stock acquisitions, the subject matter 
of Section 7, is wholly different, however. For the acquisition of the stock of 
two or more corporations engaged in interstate commerce is not per se a viola- 
tion of the section.“ On the contrary such acquisition is a violation only if its 
effect may be in fact to substantially lessen competition between such corpora- 
tions, to restrain commerce or to tend to create a monopoly. Otherwise the acqui- 
sition is entirely lawful, so far as Section 7 is concerned. It necessarily follows 
that under Section 7, contrary to the rule under Section 3, the lessening of com- 
petition and the tendency to monopoly must appear from the circumstances of 
the particular case and be found as facts before the sanctions of the statute 
may be invoked. Evidence of mere size and participation in a substantial share 
of the line of business involved, the “quantitative substantiality” theory relied 
on by the Board, is not enough. 

The same considerations serve to distinguish this case from International Salt 
Co. v. U. 8. (1947, 832 U. S. 392), upon which the Board also relies. For that 
case involved contracts tying sales of an unpatented product, salt, to a patented 
one, a machine for its use. These contracts, the court pointed out, closed against 
competition the market for salt by those persons who bought the machines. 
The contracts therefore per se violated the antitrust laws as to the salt to be 
purchased under the contracts regardless of its amount. The Supreme Court so 
interpreted the case in United States vy. Columbin Stecl Co. (1948, 334 U. S. 
495, 522). 

We conclude that since the Board failed to find the facts as to lessening com- 
petition and tendency to monopoly in the areas of effective competition actually 
involved, its order is unsupported by the necessary findings and cannot stand. 

Since we hold that the Board’s order must be set aside we need not discuss 
Transamerica’s contentions that it was denied a fair hearing by the manner 
in which the proceedings were conducted by the Board’s hearing officer and by 
the inability of the Board to provide it with subpoenas to compel the attendance 
of witnesses and the production of ducuments. Nor need we consider Trans- 
america’s application for leave to introduce additional evidence to prove that 
it has now disposed of the remainder of its Bank of America stock and that 
following the death of L. M. Giannini the two corporations have no longer a 
common director. For if the Board should decide, in the light of this opinion, 
to proceed further against Transamerica that corporation will, of course, have 
full opportunity to introduce this and all other relevant evidence to which its 
application for leave was directed. 

The order of the Board of Governors of the Federal Reserve System will be 
set aside. 

A true Copy: 

Teste: 


Clerk of the United States Court of Appeals for the Third Circuit. 


12 International Shoe Co. v. Federal Trade Commission (1930, 280 U. S. 291, 298-299) ; 
Aluminum Co. of America v. Federal Trade Com’n. (3 Cir. 1922, 284 F. 401, cert. den. 261 
U. S. 616): V. Vivaudou, Inc. v. Federal Trade Commission (2 Cir. 1931, 54 F. 2d 273). 

18—In the Standard Oil Case Justice Frankfurter said: “Since it is the preservation of 
competition which is at stake, the significant proportion of coverage is that within the 
area of effective competition” (337 U. S. 293. 299-300, note 5). 

144 International Shoe Co. v. Federal Trade Commission (1930, 280 U. S. 291, 298). 
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(The following report was submitted to the committee by the 
Treasury Department :) 


TREASURY DEPARTMENT, 
Washington, April 15, 1955. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington 25, D. C. 

Sir: This is in further response to the request of January 25, 1955, from the 
clerk of your committee for the views of this Department on H. R. 2674, to 
provide for the control and regulation of bank holding companies. This report 
relates solely to the tax provisions of H. R. 2674 and is supplementary to the 
report of this Department dated February 25, 1955. 

Section 11 (g) of H. R. 2674 would amend the Internal Revenue Code of 1954 
to provide that no gain or loss shall be recognized to a bank holding company 
or to its shareholders where the bank holding company distributes property which 
it is not permitted to own under this bill or where it distributes voting shares 
of banks so as to avoid coming under the provisions of this bill. It is the view 
of this Department that nonrecognition of gain or loss may properly be accorded 
to the shareholders of a bank holding company on such transfers provided such 
treatment is limited in the following respects: (1) Nonrecognition of gain or 
loss should be limited to companies which are bank holding companies on the 
date of enactment of the act; and (2) nonrecognition of gain or loss should be 
limited to assets held by such companies on the date of enactment of the act. 

A memorandum detailing the changes this Department would regard as desir- 
able is attached. This Department would favor legislation provided it incor- 
porates the recommended changes. The Budget Bureau advises that there is no 
objection to this report. 

Very truly yours, 
G. M. HUMPHREY, 
Secretary of the Treasury. 


MEMORANDUM RE H. R. 2674, A Britt To PROVIDE FoR THE CONTROL AND REGULA- 
TION OF BANK HOLDING COMPANIES 


The provisions of H. R. 2674 which relate to nonrecognition of gain or loss are 
contained in section 11 (g) (1). This section would amend subchapter .O of 
chapter 1 of the Internal Revenue Code of 1954 by adding to it a new part 
(pt. VIII), relating to distributions and exchanges pursuant to the Bank Holding 
Company Act. Section 1101 (a) of this new part would grant nonrecognition 
treatment to distributions to shareholders of a bank holding company where such 
distributions consist of any of the following three classes of property: 


1. Transfers of shares, securities, or obligations not permitted to be owned 
under section 6 of the act; 

2. Transfers of assets of any business a bank holding company is not 
permitted to engage in under section 6 of the act; and 

3. Transfers of voting shares of a bank or banks made to avoid classifica- 
tion as a bank holding company. 


Each of these three classes of property, the distribution of which is accorded 
nonrecognition treatment, must have been held by a bank holding company on 
the date of enactment of the act or must have been thereafter “legally acquired 
pursuant to such act.” 

1. This Department is of the opinion that the nonrecognition treatment 
provided by this bill should be permitted only in the case of distributions of 
property by a company which is a bank holding company on the date of enactment 
of the Bank Holding Company Act and only if the property was held by the 
company on that date. 

A corporation which has accumulated earnings and profits may, after the date 
of enactment of the Bank Holding Company Act, acquire (with the approval of 
the Board of Governors of the Federal Reserve System) 25 percent or more 
of the voting stock of two or more banks. Unless the existing provisions of the 
Internal Revenue Code of 1954 otherwise provide, that corporation should not 
be permitted to distribute to its shareholders its nonbanking assets or its stock 
in the banks without the payment by its shareholders of a dividends tax on the 
distribution. If corporations are permitted to make distributions of this nature 
without the payment of a dividends tax by their shareholders, then the Bank 
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Holding Company Act, under some circumstances will provide a tax incentive 
to become a bank holding company. Corporations may acquire a 25 percent 
voting interest in relatively small banks in order to obtain nonrecognition treat- 
ment for dividend distributions. 

In the case of the distribution of shares, securities, and obligations not per- 
mitted to be owned under section 6 of the act, it should be made clear that 
acquisitions of such property after the date of enactment of the act cannot 
qualify for nonrecognition treatment. Under the bill as presently drawn a com- 
pany that is a bank holding company on the date of enactment of the act might 
be able to use its accumulated earnings and profits to purchase property which it 
will be required to distribute in 2 or more years and claim nonrecognition treat- 
ment on such distribution. 

It should also be made clear that distributions of property under section 6 (c) 
(2) and (3) cannot receive nonrecognition treatment. There is no reason why 
shareholders in a bank holding company should receive more favorable treat- 
ment on the distribution of such assets than the shareholders of any bank which 
acquires and subsequently distributes such assets. 

Furthermore, it hould be made clear that ditributions under section 6 (c) 
(6), required as a result of a change in percentage of ownership of voting 
securities of a company or as a result of a change in value of the total assets of a 
bank holding company, cannot receive tax-free treatment. Day-to-day changes 
in value of the total assets of the bank holding company or fluctuations in the 
number of outstanding voting shares of a corporation should not give rise to 
nonrecognition of gain on distributions of property. Extension of nonrecogni- 
tion of gain or loss to these situations would under some circumstances enable 
bank holding companies to make tax-free distributions at their own election and 
would, in general, extend nonrecognition treatment to distributions which most 
nearly resemble ordinary dividends in kind. 

In the case of business assets required to be distributed under section 6 it 
should also be made clear that acquisitions of such assets after the date of en- 
actment of this act cannot qualify for nonrecognition treatment. It should also 
be noted that under the wording of the act it may be argued that nonrecognition 
treatment on the distribution of business assets can never be allowed since a 
bank holding company is permitted to own such assets. Section 6 merely pro- 
hibits a bank from engaging in any business other than that of banking. The 
statute should be phrased in terms of a distribution of property consisting of the 
assets of a business in which the holding company is not permitted to engage 
under the provisions of the act. 

In the case of the distribution of voting shares in a bank or banks, the Depart- 
ment is also of the opinion that nonrecognition treatment should be denied with 
respect to the distribution of shares acquired after the date of the enactment 
of the act. It is also noted that the language of the bill is not clear as to 
whether only the portion of a distribution of distributions of bank shares which 
would remove the company from the bank holding company category can be 
accorded nonrecognition treatment, or whether the full amount of such distribu- 
tion or distributions may qualify. 

2. Section 1101 (a) provides that with respect to the distributor no gain or 
loss shall be recognized. Under the 1954 code gain or loss to the distributor is 
recognized in only three situations. Under section 311 gain is recognized on the 
distribution of LIFO inventory and where the property distributed is subject to 
a liability in excess of its basis; gain or loss is recognized on the distribution of 
certain installment obligations. Under section 336, if the distribution is a 
distribution in partial liquidation, gain or loss is recognized only on the distribu- 
tion of certain installment obligations. It is believed that where business assets 
are distributed under the provisions of this act gain or loss should be recognized 
in these situations. 

3. It should be made clear that section 1101 (a) is limited to a distribution 
by a bank holding company. 

4. It is our belief that section 1101 (b) should be eliminated. Gain or loss on 
transfers of property to a subsidiary will not be recognized under section 351 of 
the 1954 code if immediately after the exchange the bank holding company meets 
the 80 percent control test set forth in section 368 (c). To insure nonrecogni- 
tion of gain or loss on the distribution of the subsidiary’s stock it is suggested 
that section 1101 (a) be amended to provide expressly that gain shall not be 
recognized on a distribution of all of the stock of a corporation expressly or- 
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ganized to receive property not permitted to be owned under the provisions of the 
Bank Holding Company Act and no other. 

If subsection (b) is retained the following changes should be made: 

(i) The property transferred to the subsidiary should be limited with 
respect to the time of acquisition of such property in the same terms as used 
in the case of the distribution of such property under subsection (a). 

(ii) The property transferred to the subsidiary should be described in the 
Same terms that are used in subsection (a). Subsection (a) describes such 
property as prohibited “under the provisions of the Bank Holding Company 
Act of 1955,” in contrast with “‘under the provisions of section 6 of such 
act,” used in subsection (b). 

5. Section 6 (a) of the proposed act does not make unlawful the ownership of 
the prohibited property therein described until 2 years after the effective date of 
the act with 1 year extensions if authorized by the Board but the extensions may 
not exceed 5 years from the date of enactment of the act or after a company be- 
comes a bank holding company. This 2- to 5-year period of grace could lend 
itself to the interpretation that subsections (a) and (b) of section 1101 might be 
inapplicable to transfers during that period by bank holding companies desiring 
to avoid unlawful ownership but applicable to companies which, by failing to 
comply with the act, find themselves owning such property after such period. It 
is believed that the provisions of this bill should be revised so that there is no 
doubt as to their applicability to all such transfers. 

6. Section 1101, as presently drawn, requires both an order and a certification 
by the Board. It is suggested that a certification by the Board is enough, and 
therefore that the references to an order by the Board be eliminated from subsec- 
tions (a) and (b) of section 1101. To make it Clear that the certification of the 
Board may be made before the transaction has occurred subsection (c) should 
state that the provisions of subsections (a) and (b) shall not apply unless the 
Board certifies that such distribution is of prohibited property and is necessary 
or appropriate to effectuate the provisions of the act. Subsection (c) as presently 
drawn makes no reference to the distribution of voting shares of one or more 
banks. This subsection should expressly refer to such distributions (i. e., distri- 
butions of property made to avoid being subject to the Bank Holding Company 
Act). Consideration should also be given to setting a time limit on certification, 
and to an appropriate extension of the period of limitations on assessments. 

7. It is suggested that the basis of the shareholder’s stock in respect of which 
a distribution under proposed section 1101 (a) is made be apportioned between 
such stock and any property acquired on the distribution, whether consisting of 
stock or securities, other property, or both. This would extend the treatment 
proposed in paragraph (2) for stock or securities to all property received. A 
precedent for this type of treatment is supplied in section 334 of the code which 
now provides that the basis of property received in certain corporate liquidations 
under sections 332 and 333 shall be the basis of the stock with respect to which 
such property was received, without limiting such rule to any particular types or 
classes of property. 

If the above suggestion is not adopted, it is believed that paragraphs (1) and 
(3) of proposed section 1102 (a) will nevertheless require amendment so that the 
basis of property, other than stock or securities, received on the distribution 
will never exceed the basis of the stock with respect to which the distribution 
is made. 

8. Subsection (b) of section 1102 presents rules applicable to property trans- 
fers under the proposed section 1101 (b), relating to exchanges. Subparagraphs 
(1) and (2) are identical with existing provisions governing such transactions 
and it is suggested that they be eliminated, particularly if section 1101 (b) is 
eliminated, as suggested above. 

9. Consideration should also be given to a proper allocation of the earnings 
and profits of the distributor corporation to the subsidiary corporation in cases 
to which section 1101 (b) applies and in the case of distributions of stock or 
securities of an 80 percent controlled corporation under section 1101 (a). 

The Department will be pleased to make its representatives available to work 
with members of the committee’s staff in the development of tax provisions 
incorporating the recommendations outlined in this memorandum. 


x 
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